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TO 


MICHEL CHEVALIEE, 


MEMHEII of THB INSTTTT3TE of FRANCE, 

PROFESSOR OF POI.ITICAL ECONOMY IN THE COLLE<lE »E FRANCE. 


My DjEAK CHKVALrER, 

It is with the most heartfelt pleasarc that I inscribe 
this work with your name, 

I shall never forget the generous warmth with wlncli you 
ex|wessed your approval of its principles, when years ago, I, 
a perfect stranger, submitted it to you, as one of the greatest 
living masters of the Science. I shall ever feel honored by 
the constant public support you have given mo, and especially 
by your Report on ray Works to the Institute of France. 

There is another reason why I love to link your name 
with this book,!. In one of his last letters, your illustrious friend, 
Frbdkkio Bastiat, — the brightest genius wlio ever adorned our 
Science — says that he only longed to be assured, before, he died, 
that Ills book should call forth another. 

My work was written before I had even heai’d of hi»^ name ; 
Uut when I read his works for the first time, to give an account 
of them in mj Dictionary y I was surprised and delighted to find 
thi^t ho had antici^^ me on almost eveiy point; and that I ' 
Vras unconsciously re-constructing tlie Science on his principles. 

!^p otte sensibly than I do how inferior I am to 

ypur to in literary skill : but our IpsiAs are the 
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^iamo; and I venture to say, with confidence, that had he been 
living now, there would have been no material difference 
between us on aJiy point. 

No words of mine can add" to your \vell-earned fame- ^ But 
Histoiy will record your unceasing efforts to promote the know- 
ledge of true Economic Science — the surest basis of the 
prosperity of nations^ — in your country, and the pai't you played 
in^ negotiating the Commercial Treaty of 1860, History will 
record the noljle stand which yOu, alone in the Senate of the 
falling Empire, made against that fatal policy which has brought 
such unheard of calamities on the pleasant land of France. 
Would that she had listened then to tlie wisdom of your 
counsels ! Would that she would listen to you now ! For 
her best hope of recovery lies in lier learning and adopting 
those principles of Economics which you have so eloquently 
defended. 

Believe me to be, 

Ever affectionately yours, 
HENRY DUNNING MACIJEOD. 


London, 

Deeciifiber 1872. 



PREFACE 

TO THB 

SECOND EDITION. 


When an anchor wishes to shew that the view of a science 
most popularly held is erroneous, and that he has a better one 
to offer, it is an act of mere justice to himself to lay before bis 
readers a simple statement of the facts upon which he rests his 
claim to their confidence. 

In the year 1847, when I was reading as a pupil in the diam- 
bers of my ever-lamented friend Mr. Bullen, whose memory will 
long be dear to many in the profession, the administration of 
the Poor Law Avas felt to be very unsatisfactory in many parts 
of Scotland. The district of Easter Ross, in which I resided, 
consisting of nine parislies, appointed a Committee to consider 
what should be done. This Committee elected me, as repre- 
senting my father, the largest proprietor in the district, to be 
their Chairman, and it devolved upon me to devise an improved 
system of Poor Law Relief. The question being perfectly novel 
was naturally surrounded by many difficulties, legal and eoono- 
niical. Having devised a system which I thought suitable to 
Ihe circumstances of the district, I had next to satisfy myself 
and Others that there were sufficient legal powers to enforce it. 
The Scotch Poor liaw consists of a feAV Acts and Proclamations 
passed in the 16th and 1 7th centuries, which were then generally 
supposed to be obsolete, and had very little practical effect, and 
the passed Poor Law Amendment Act of 1845. 

Ilaviog ci^OfODy inyesti these various Acts and proclama- 
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tioiis, I was satisfied that, taken collectively, they contained 
sufficient powers to carry out the system I wished to enforce. 
1 drew up the Report for the Committee, and the district, ifi 
reliance on the case I had prepared for them, imanimously 
adopted the system I proposed, and it proved to be perfectly 
successful. In consequence of this success the Poor Law Board 
of Scotland re<iuestod me to draw uj) an account of it, to be laid 
by them, in their Report, before Parliament. This Report of 
inine is contained in the Appendix to their Seventh Annual 
Report, for 1852, and in their Report the Board said — 

“ Wo have also printed in tJie Appendix a very t'uJl and lucid statement, 
for 'srhich we arc indel>tcd to Mr. H. 1). Maciood, of the circinastances 
wliitdi led to the formation of the Eitster Ross Poorhouso (Combination, 
chiefly under his guidance, and of the results that have been obtmncd by 
it. This commuTiication, besides the interest attaeidug to it from its 
general bearing on the question of tiic oxpedu^iicy of eivxding Poorhouses 
for rural Parishes in Scotlaiul, has a particular value from the nearer 
appi’oxunatioi) of the social oondition of tJm inhalntants in Easter Ross 
to that of tlie population in the ilighlmd districts, than will bo flmnd in 
any other part of the country, where the elTbcts of a Poorliou.se Juive been 
tried.” 

On a subsequent occasion Mr. Smythe, of Methven CastiO, 
Perthshire, the Secretary to the Board, stated 

‘‘ Your industry and tiilents became especially Inunvu to raoAvhilc I filicfl 
the oflice of Secretary to tlie Board of Supervision in Edinburgh, wlieii 
you took a very active piirt in forming the Combination forc?rocfcing tlie 
Easter Ross Ptxu’house. I am confident that without your energy and 
perseverance, that (’ombinalion would not then have been formed. The 
views which you at that time so clearly and ably enunciated in regard to 
the mode of auministeriug tlic Poir Liws in the Highland Districts, have 
been of material service to the Bomxl of Supon'ision, and tho example of 
Easter Ross has now been extensively followed, mainly iri consequenco IS 
the impulse given by you. . It was from a desire to give as wide a circula- 
tion as i^sible iq views which to them appeared sound, that the Bo^ 
refen’Ctl to your Corrospondence in their Annual Report for 18*52, The 
whole system was tficn new and untried in that pai‘t of Seottehd* and 
stood hi need of an able ad vocjito.” 

Atii this was th6 first regular the Poorhousc 

system of into Scotland^ as micrht naturaHy be 
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a considerable number of new legal points were raised, several 
of \vbich were taken into various Courts of Law, and some 
were carried up to the House of Lords, but no one was ever 
ultimately decided contrary to what I bad laid down in the 
original Scheme. After superintending the working of the new 
system for six years, 1 resigned my ofiice in consequence of 
ceasing to reside in Uoss-shire.* 

I thus carried out successfully a great practical, legal, and 
Economical experiment. 

Although the administration of the Poor Law is a very im- 
portant branch of practical Political Economy, I had never in 
any way studied the subject of Political Economy generally, 
nor even read any work on it. But in 1854, a circumstance 
occurred which compelled me to go thoroughly into the whole 
science. 

In 1844 and 1845, Sir Robert Peel passed his two celebrated 
Bank Acts, tlie latter foi* regulating the fornialion of any new 
tToint Stock Banks founded after that date. 

A Joint Slock Bank had been founded under this Act, and, as 
is always the case, when the Act came to be worked practically, 
many new difficulties occurred which had not been provided for. 
One of these related to the method in wliich the capital of the 
Bank might be increasod after it was started and in operation. 

^ Oft accei)tiriiiy my vesiignntion my eoUoagucs pftssod the following riiintite : 

“ EasTBU ITnioN roOBHOVSE, 
3i'd Jmuavy^ 1854 , 

“ Tlicre WHS read to the Mooting a letter from Mr. Macleot), stating that in coii- 
seqtiOBjCO of his having given up his residence in Koss-shire, ho is obliged to resign 
theofticc of Chaimian of the Board. 

In accepting 3Ir. Maoleod’s resignation, the Board desire to record their 
•appreciation of the great valno of tho serviceft he . has rendered to tlic pfudshes 
forming the Union. They are' convinced tliat th ,* esistenoe of the roorhoiiso, its 
estahlishmcnt on a basis equitable to the various paiishes. tlic good plan of tho: 
House* almost ail tho ai’raiigements which have mude it an etl’ectual check on 

the demands of persons whose necessities are produced only by their indolence, 
Awhile it increases the comforts of the deserving poor, arc duo to tJie infonuatioa 
, procured by Mr. MaOlmod of tho working of the pobrhonso system in other parts of 
thb coiintry, to the ability with which ho digested the infuruiatiou so ao<iulred for 
'igaip of the parishes, to the pains taken by him in forming tho arrangements for 
Jjjlhgingvth^ efltabiishtnent into operation, and the unwearied labour he has con- 
to beajtow in the supeMsion of 
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Tlio Board of Trade was distinctly informed beforehand of the 
nature of the difficulty, and the method in which the Direetors 
proposed to overcome it. Tiie Charter of the Bank was pre- 
pared Avdth the sanction and concim*cnce of tlie Board of Tra<ie 
and their legal adviser Mi\ BcIIeiideu Ker, and contained pro- 
visions for overcoming the difficulty, and if the Board of Trade 
had not agi-eed to them beforehand, the Bank never would have 
been founded at all. 

Relying on tliis promise, the Bank was founded, and proved 
highly successful, and it soon became necessary to put into force 
the provisions of tlu3 CJiarter for increasing its capital. 

When, however, the Directors of the Bank applied to the 
Board of Trade to carry out the provisions of the Charter res- 
jiecting the increase of its Capital, tlie Board told them that 
Mr. Ker considered tliese provisions illegal, and that the Crown 
had no authority to grant tlie powers rc<iuire(l. 

This would h.av(i been a fatal blow to the Bank, and tlie 
Directors ajipUod to ]\Ir, Wilde, now Lord Penzance, who was 
in high repute as a commercial lawyer ; but from some cause or 
another the case did not go further. 

After struggling in vain for four yeai's with tlic Board of 
Trade and Mr. Ker, who still maintained his opinion, the Direc- 
tors put the ease before me, and I gave it as my opinion that 
the Board of Trade and Mr. Ker were mistakoii in Law, that 
the Crown had full authority to grant the powers required, aiid 
that I could draw’ such a Case as^w’ould convince them that they 
/were ivroiig. The Directors then instructed me to prepare such 
a Case for them, and the Board of Trade ordered the whole 
matter to be referred to the then Law Officers of the Croivyn/ 
the present Lord Westbury and the Lord Chief Justice of 
England. They decided in my favour, and Mr. Ker, after 
reaiJmg the Case I had drawn, wfiH convinced that ho had 
.'been xuistake;!). . . ■ ' 

The Ca^ showed TnQe how:^^ tt 

rieou^i wore a gmt porthhi of tlie doctrines ciu^rept eveiv 
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EcoTiomists of the highest name, and gave rise to my first pub- 
lication, Tim Theory and PrmMce of Bankiny, in which, for 
the first tiine, the greal subject of Banking was treated in a 
gystcniatic tbrmf and an actu«al exj»ositiou of its mechanism 
given. 

The iihmonso part which Banking and Credit play in modern 
commerce, and tlie way which they affect cveu’y brancli of Poli- 
tical Economy, were, I found, very ill api>rociated in the })rofessod 
treatises. None of tlietn even at tempted to give an atJlual ex- 
position of the facts, or had any fixc'd jjomenclaturc. In 1858, 1 
published my EletnetUn of Political Economy^ in which, for the 
first time, an attempt ’wasmadc to treat Political Economy ns a 
distinct body of phenomena, based upoji a single eentral idea, 
and to fix a definite sense to its fundamental terms. 

This work is intended to be a practical exposition of Economic 
phenomena. But the present state of tlie Science of Political 
Economy is so peculiar, that a great deal more w^as necessary to 
Iiasten its erection into an exact Science, and I therefore under- 
took the Work on which I have been for some y(?ars engaged, 
and Avhich is now in course of publication, ray IXctionary of 
Political Economy, 

The first Econoiaists found the public m-ind and the adminis- 
tration infected with an immense mass of rooted prejudices, 
errors, and abuses. Their first efforts were ll)orcfore naturally 
directed to sweep tliese away, live early treatises are filled 
MUth long controversies and discussions, which, though of the 
gre^atest imporiimce at that time, may noiv be dismissed in a 
few lines. 

With that great practical work before them, which it reqnirod 
a centuiy to aocom^^^^ it is not very surprising that Economists 
have not lutherto given any very close attention to settle the 
exact foundations of the Science. But it may now l)e said tliat 
the has passed, and that the constructive cm 

has cotne. As in all young and /growing sciences, further 

siiewn that many of the , 
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early opinions and doctrines require modificatioiv and correction* 
Many isolated doctrines have been established, and on certain 
special subjects a considerable amount oT truth has been ascer- 
tained. Buttliis has never hitherto been forui^ into a coherent 
system, based upon general conceptions^ after the manner of a 
Physical Science. Leading terms are used without sufficient 
unlfonnity, and this leads to inconsistency of doctrine. Above 
all thoro is wanted a plain exposition of Facts, so as to supply 
intelligent readers with materials to form their own judgment 
upon the soimdness of the doctrines based upon them. 

Such is the purpose of my Dictioxahy op Political 
Economy, of which the first Volume has been published. 

It is an endeavour to bri|ig Political Economy into the state 
of an exact science : — 

By settling its Fundamental Conceptions, It brings together 
into a focus all the conflicting opinions of diflerent writers, both 
ancient and modern, on every s(?parato poiiit, and an attempt is 
inade to arrive at a critical judgment by the acknowledged 
standards of Inductive Logic. 

By giving an actual exposition of the meclumism of the 
different bi’anches of Commerce. 

By giving an liistorical account, drawn from the best native 
authorities, of Economic phenomena in various countries. 

It gives an analysis of the works of ^all the principal Italian^ 
French, English, and American Economists. 

Much vafuable information, the germs of many important 
theories, several of tlio chief doctrines, and the opinions of 
many persons eminent in Political Economy, are only to he 
fouud in pamphlets and other fugitive writings. Copious 
extracts are giyen from such pamphlets, tfcc., containing all such 
facts, opinions, and doctrines as arc of peimancnt value. 

It WdJJ be preceded by a preliminary DiHsertatIonv<Jonta^^^ 
a harratiye of the rise and progr^s of th^ the 

earliest tiM History of Ideas eubjiSidt: 

up to the it has assumed. 
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Thus the work will fonn a complete Enoyclopaiidja of Politic^^ 
Economy, by giving an actual exposition of facts^hy bringing 
together all conflicting and endeavouring to form an 

accurate on each separate point. 

One species of Credit having been greatly abused, has greatly 
contributed to cause tliose frightful commercial crises which 
seeni to recur periodically in every commercial community, as 
well as many individual catavStrophcs, — namely Accomodation 
Paper/ It has been the chief cause of so many calamities, that 
it lias often been propo^iod to adopt Legislative measures to curb 
it. This, however, for reasons too technical to mention, is im- 
possible; and, besides, a large portion of the most beneficial 
part of Credit is of the nature of Accommodation Paper, The 
popular objections to it, therefore, as had been ]>artly pointed out 
long ago by Mr. Thornton in his JEsnay on Paper Credit^ arc 
\an*y wide of the mark. In my Theory and JM(ctiee ofPanh^ 
ing 1 ox})lained, for the first time, wherein the true danger of 
Accommodation papei’ consists. la 18G1, the old established 
house Schrader failed* for an immense 

amount, and the fiiilure proved to be one of the most flagrant 
cases on record of the abuse of Accommodation I^ipev. The 
Compiissioner in Bankruptcy, Mr, IloJroyd, in his judgment in 
this case, quoted rny explanation of the danger of Accommoda- 
tion Paper, at very grouty length, thereby giving the sanction of 
his high authority to its correctness. 

In April, 1862 , M. Michkl Chiavalieb* presented a Report on 
my works to the Institute of Frjmce, declaring his adhesion to 
nty doctrines, especially on the subject of Credit. This Report 
was piiblished in the c/bt/moi des Economistes for August, 18G2, 

In M. Rouhbb, then Minister of Agriculture and Com- 
merce^ m the tiien French Empire, caused M. IIkxri Richklpi:^^ 
one of the chiefs of his department, to di*aw up an account of 
iny then ordered the work to be otBoially dis^ 

tributed to all tlie Cliambefs of Commerce in the Empire. 
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In 1867, a Royal Gommission was apj)oitttecl to take into con- 
sideration the great subject of forming a National Digest of the 
Law of England, wliicli had been so earnestly advocated by Lord 
Bacon, The Goiumissioners resolved to coiimi^ice by fovmuig a 
Digest of certain Ijraiiches of the Law, as specimens of a Digest 
of the wliole Law. In November, 1807, they issued printed 
proposals to the Imis of Court, inviting the co-operation of mem- 
bers of the Bar to assist them in. prepuriag Sj»ecirueu Digests of 
three branches of the Law, one of them being the I^aw of Bills 
of Exeliangc, Promissory Notes, Banlj Notes and Cheques. 
Those members who were willing to assist them, wore requested 
to send in specimens of the manner in which they propoaod to do 
it. A considerable number of members of the Bar entered into 
this competition, and in June, 1808, 1 was declared to be one of 
the three successful candidates, and was instructed by the Cora- 
missionors to prepare the Digest of the Law of Bills of Exchange. 
I was assiduously occupieil on this great work from Juno, 1808, 
till Miircli, 1S70, when the Commissioners res(.>lY0cl to discoatinuo 
the preparation of the Specimen Digests, and recommended that 
a Digest of the wliole Law should be at oikjo ('ommenced* 

The Government have not yet taken any step to carry out the 
recoiniuendatiofi of the Commissiouol^s. I may mention that 
besides my selection by the Commissioners, I received the 
following letters from eiriinout persons holding Judicial rank in 
England and Scotland, respecting the merits of the Specimen 
Digest I Submitted to tlie Commissioners: — 

THE RIGHT IlONOUABLE 81R WILLIAM BOVILL. 

* 

Lord Oliief Justice of tla Comriwn, Plats. 

25, EccrjESi’OH Sqctaiie, 
Pebrmry Wtk 186 & 

IMab Sir, 

1 am inucli oWiged for your copy Speidmeu of a Digest of the 
of Hills of Exchange, arid I believe thereme fewmen moro coinpetcnt- 
tliau youreeh’ t(> UHdiadiijko that Braueb of the Law, 

You]% fkitltfutty, 

m IK Mmm), Isq, W.: 
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THE RIGHT HONORABLE GEORGE PATTON, 
Lm^dJmU&e Ckrk of Scotland. 

30, HiamoT Row, EoiTOunmr, 

SiK, March 1868* 

I feiw that you must have thought me negligent in failing to 
acknowledge your letter of the 12th February and the accompanying 
iSpccimen of a Digest {is to Bills of Exchange. 

I was desirous of Ixiing able, before writing you, to go through it, 
which, dui’ing the hurry of the Session, I was unable to do. I have now 
done so, and beg, in acknowledging the compliment you have paid me in 
its tiransmissiori, to add my attestation to the excellence of its arraugement 
and Us utility. 

I am, very truly yours, 

GEOIiGE PATTON. 

1 HE HONORABLE LOUD ARDMILI^AN, 

One of the Judges of the Ccoirt of Session in Bcotkmd. 

EDiNnvuan, 

Deak Mil. Macleod, February Wl^ 1868. 

♦ I have only time to say tliat I have looked over and vejxd a good 
deal of your Digest. 

I think it a work of great merit, and likely t«> be of great use to the 
Legal Profession and to the Public. 

Oil such perusal of it as I have as yet; been able to give, X cannot 
venture to critiem^ but I see much gi’oimd for coinmeudatiou. 

T am, yours most truly, 

JAS. CRAUFURD. 

THE HONOllABIJB LORD l^LmOR, 

Om of the Judges of the Court of Session in Scotland. 

0, CUAKLOTTE SqUAIIE, 

Mv BEAU Macleod, May mh, 1808. 

X reioicc to hear that you have been selected by the Commissioners 
to pi'cparc thfe Specimen Digest of the Law of Bills of ;Kxcl.iange. It is 
ail honorable mark of distincliou wdiich must be highly gratifying to 
ypiu'self; and I sincerely hope tliat this recognition of your merits may 
lead to ftirther advanOTnent, tiud not only conduce to extend your credit 
and reputation, but turn out otherwise materially to your beittifit. The 
subject is one of which you are so thoroughly master, Unit there can be 
MO fw as to the .successiul execution of the work. 

Believe me, youj-s Very truly, 

GEORGE DUNDA8. 
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THE HONORABfiE SIR JOHN BAHNAI?1> BYLES; 

One of the Jmtices of t^ie OouH of Common Fkm, 

PkINCKS GaRDKKS, KEKSXNaTON, W., 
Dear Sir, Ma^f M , 1871. 

Your Spec'inien Digest appeared to me useful and practical, and I 
again thank you for it. 

I observe that, in your economicitl wn tings, you have aSsSailed 
Ricardo's theory of Rent. Fifty years ago I not only read Ricard(J?s 
b(X>k, but actually abridged it. Subsequent reflection and observation 
have convinced me that that theory is unsound, as, indeed, is most of 
his book. 

You are, no doubt, acquainted xvitli tlm writings of Mr. (.%rey, of 
Philadelphia, on this subject, who seems to b(3 much nearer the trulli. 
The Manchester |>erq)lc applied to me, about a year ago, yo be allowed to 
reprint a ninth edition of the Sophis7m of Free Trade^ and they issued 
5,000 copies, where Ricardo’s error is slightly glanced at, 

Y'oiu' obedient Scrvajit, 

J. B. BYLEB. 

On a Subsequent occasion I received the following testim(ftiials 
from some of the Cc»mtnissioners : — 

LORI) HATHERLEy, 

Lord High ChanceUor of Ormt Britain. 


31, Great Gkobge Stbekt, S.W. 

Mr. n. D. Maclood was selected by tiie Comnussioiicrs for the Digest of 
the Law to prqvire a Digest of the Law in l elatiou to Bills of Exchange. 
He performed his t?isk in a manner wldcli showed that he had an eactensirc 
aivl very intelligent knowledge of the Law. 

iLV.THBRLEY( 

4/rt^20, 1871. 


LORD WESTBDRY, 

LaM Lord High ClyimtidoT of Oread BrUodni 

75, LascastiSb Gate, W.. 

Bm, iS7^ 

It ywiU give tne mnclv plea«ttre if any oxpi-emlott of thb 
opinipfi I efttefteln your legal knowl^e and genW abiUty, 
iffiist you ip Obtaining tiie Ik^ofesBorship lor which ypu p. 
aiid thb4ui(i<» I tWnh you w, :ih an oi *^1 

htted to flls&uge, i 



PREFACE. 


xvii 

The papers you prepared for the Law Digest Commission proved that 
you had a profound and comprehensive knowledge of a most important 
part of Mercantile Law. 

I have no doubt of your being equally familiar with the other portions 
of that subject. 

Of 3 '^om* works on Political Economy I cannot speak from personal 
knowledge, but I have heard high commendation of them from various 
well-informed pej*sons. 

ITou have iny beat wislies for yoiir success. 

I am, 

Your faithful Servjmt, 

WESTBURY. 

H, D. Maclkod, Esq. 


LORD CAIRNS, 

Late Lord High 0/umcelhi' of Great Bniain. 

5, CnoMWKLn House, Sou ra KENsmoTON, W., 

Mt Peak Sjb, - May Ut^ 1871. 

I do not wish to adopt the practice of giving testimonials ; but you 
have all the advantage which could be obtained from a testimonial from 
me in the fact the Digest of Lav» Commission, of which I was a raembea*, 
selected yon, after an examination of a number of specimens sent into us 
by different Members of the Bar, to prepare a Digest of the Law as to 
Bills of E.vcluinge. 

I am, my dear Sir, 

Your obedient Servant, 

CAIRNS. 

H D. Maclkod, Esq. 


LORD PENZANCE, 

Chief Judge of tJu^ Probate and Divorce Court. 

3, Gr A FT oN Street, 

Sir, Maymn, 1871. 

I much regret my delay in answering ycur note. I can truly say 
UiflA I was very inuch sta by the ability and learning evinced in 
file woik you did for tho Law Digest Commission ; and I hope you may 
^>le the approbation of tlio.se upon whose voices the post you 

^fefrddependa 

Your obedient Servant, 

raNZANGE. 

Maclkod, /E sq, 


I 
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SIR HOUNDELL PALMER, Q.a, M.F., 

Late Attorney Om^al of England, 

11, New Square, 

LiNcojiN’d Inn, 

May 3r(/, 1871, 

My DEAR Sir, 

You iire entirely at liberty to stfite my belief, founded upon the 
Specimen Digest of t he Law of Bills of Exchange, prepared by you for the 
English Law Digest Commissioners, that you are well qualified fof 
the Professorship in Edinburgh which you seek to obtain. 


H, D. Macleoi), Esq. 


I remain, 

My dear Sir, 

Yotirs viTy truly, 

ROUNDEIxL PALMER 


SIR THOMAS ERSKINE MAY, 

(Jhiej Clerk of the Home of Commons; Author of “ A Treatm upon the 
Laic^ Fricilegesy ProcevdlnfjB ami Usage of ParlkmentP 

House of Commons, 

1871 . 

My dear Sir, 

I am glati to hcitr lliut you arc a Canclidate for the Profevssorship of 
political and Commercial Economy and Mercjantile Law in the University 
of Edinburgh. 

Your writbigs upon these subjects are so well knou’n and so highly 
appreciated, that they will be j^our l>ost tesUiuonials^ but T think it also 
due to you to add that your elaborate preparaiious for a Digest of the 
Law of feills of Exchange and Piomissory Notes dlsplayctl a scientific 
accjuaintance with the principles of Horcantile Law. 

If Hie University should select you, I am .satisfied that they w:ouki 
secure a most learned, accurate, and eloiiuent Pmfessor, and one who has 
iiaii cxi)cr fence in commun^^ the knowledge he ha.s acquired wUh so^^ 

much laborious study. 

I tun. 

My dear Sir, 

ypu^ 

T; ERSKINE MAY. 

Hvlh'MACbltOD, Esq., 
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SIR GEORGE BOWSER, BART., LATE M,P., 

Of Inner TmpU; B<wruier-at‘Law; L(Ue BcfuUr in Comimti Law (o 
the Inmr Temple, 

Temple, 

My dear Sir, May 0, 1871. 

As one of the Law Digest Commissioners I know that your work 
submitted to that Commission shewed great ability, learning, and industry ; 
and I cannot doubt that you would display the same qualities in the per- 
formance of the duties of the Professorship for which you area candidate 

Believe me, 

Yours sincerely, 

li D. Maclkod, Esq. GEORGE BOWYER 


And also the following — 

THE HONORABLE LORD ARDMILLAN, 

One of the Senators of the CoUege of Justice in Scotland, 

It would be presumptuous in me to ofler iny humble attestation of 
the high (pialilications of Mr. Dimning Maclcod for a Chair of Political 
Economy. 

I may, however, be permitted to express my conviction that in the de- 
partment of Financial and Commercial Jurisprudence, Mr, Macleod has 
alrtwly proved himself to be possessed of unusual porsev(U*ance and assi- 
duity, of extensive and accurate knowledge, and of great skill and ability 
in the application and elucidation of legal principles. 

JAS. CRAUFURD. 

EDmBXTROir, June 30i?A, 1870. 

THE HONORABLE SIR JOHN MELLOR. 

One of idle Justices of the Court of Queen's BeticK 

16, Sussisx Square, Hyde Parr, W., 

Dear Sni, May 6ih, 1871. 

I thought very favourably of your Specimen Digest of the Law of 
Bills of Exchange, and I shall be glad to hoar of your election to the pro- 
posed Professorsliip of Commercial and Political Economy and Mercantile 
Eaw itt tho Uulversity of Edinburgh. 

I am, dear Sir, yours truly, 

JOHN MELLOR 

b 2 


ri. D, Macleop, Ksq, 
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The oontmual iiiismanagemeat of the Paper (3arreiicy by the 
Bank of England had been a source of great trouble ami per-^ 
plexity to Statesmen and the Gomineroial world. It was in order 
to diininish the power of the Bank of England over the Paper 
Currencyy.and to make its amount in some degree mechanical, 
that Sir Robert Peel passed his Bank Act of 1844* He adopted 
a definition of Currency which was then comparatively novel, 
and a peculiar theory Currency which it was tlie professeef 
object of that Act to carry out. He imiintaincd that his Act of 
1844 was in accordance with, and the complement of, his Act of 
1819, 111 my work I investigated and explMined this theory^ 

and the manner in which the Act of 1844 endeavoured to carry 
it out. I sliowcd that the theory itself was perfectly well known 
to all the best autliorlties of former t.imos, and explicitly con^ 
deianed by them,. I shewed that the principle introduced into 
the Bank Act of 1844 was noticed and expressly condemned in 
the celebrated Bullion Report of 1810, by the iTramers of the 
Bank Act of 1810, and by Sir Robert Peel himself so late as 
1833; and that the inevitable mischief of this theory in a great 
commercial crisis was distinctly foretold by all these authoritics- 

Ample experience has verified the wisdom of the doctrines of 
the Bullion Report, Since the Act of 1814, three great com- 
mercial crises have occurred, in 1847, 1857, and 1866, and in each 
Of them it was found absolutely necessary for the Alinistry to 
as.siime the responsibility of authorising the Directors of the 
Bank of ISiigland to act in direct contravention of the Law* and 
to obtain an Act of Indemnity to shield them from tho penalties. 
Every one knows now that a similar course must always be 
followed on the occurrence. otV a siinUar crisis. ‘Is it not clear, 
therefore, that as the Act invariably aggravates a crisis after it 
has reached a certam of inteusity* an<J is obliged tO: 
broken #irough, tb^ theory on which it is founded muHbe false 
: I, for the first 

the foilov^^^^ of the most fiindanien^ 

ip the theory of the Foreign Exclm 
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ThiM ioken the rate of discount betioeen any tm places differs 
by more them is sufficient to defray the char yes of transmuting 
bulUony it flows from where discount is lower to where It is higher. 
From which it follows that an improperly low rate of discount 
is fin its practical effects,^ a depreciation of the Currency. And 
from this it manifestly follows tlKit tho true way of controlling 
the Paper Oiirrency is by paying sedulous attention adgmt 
the U^Me of J)lsoount to the State of th^ Foreign Exchanges^ 
and the Ji allion in the BanJe of England. 

This doctrine at the time it was published in 1856, w^^s but 
very imperfectly understood, and was extremely unpopular, Imt 
its truth was soon signally verified, and ackaowledgod by the 
most competent witfiesses. After the great crisis of 1857, a 
Committee of the House of Commons was appointed to investi- 
gate its causes, and Mr. G. W. No^iiin, a Director of the Bank 
of England and one of the most promineiit and distinguishe<l 
advocates of what h known as the Currency Pi-inclple,” and 
of Sir Robert Peel’s Bank Act of 1844, ^vas asked — 

Q. 3, 529. Is it not principally by raising tlie rate of interest 
that you cheek the amount of discounts which may be demanded 
of you ? 

Yes ; wo . have found, contrary to what would have been 
miticipaied^ that the power w;e possess, and which we exercise 
of raising the rate of discount, keeps the demand upon us within 
manageable dimensions. There arc, other restrictions which are 
less important. The rate we charge for our discounts we find 
in general^ is a sufficient check f . 

In 1861, Mr. Goschen published his well-known work, the 
Thmry of the Foreign Exchanges^ in it he 
^ From the forogo^^ il seems to bo evident thf^t when the 
oiohanges are manifestly against the country, and it is perceived 
that excessive indebtedne^^^ is the cause, there are only two 
modes of irestoring one being to increase 

imports— the other to th^ 

■mtepf'mkrfsii 
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“ In both cases that which wiW effectually bring the gold from 
abroad, in the most, general and practical sense, will be the 
opportunities offered by a high rate of interest, to effect profit 
able arid attractive investments. 

“ The efficacy of that corrective of an unfavourable State of 
the Exchanges, on whi<^h we have been dilating, has been most 
thoroughly tested by late events. Every advance in the Bank 
rate of discount has been followe<l by a tuni of the Exchanges 
in favour of England, and, vice vers/i, as soon as the rate of in- 
terest #38 lowered, the Exchanges became less favorable.” 

This is now the acknowh-dged principle tipon which the Bank 
of England is managed; and after my work was published in 
1 866, the Usury Laws in France were modified, in order to enahlo 
the Bank of France to adopt it ; arid, in fact, it is now tiniver- 
ally adopted by every Bank in the world; and it is only a 
matter of simple jnstjee to myself, so quickly are these thbigs 
forgotten, to call attention to the fact, that this principle of 
regulating the p.aper currency, which is now universally recog- 
nised as the true one, was first demonstrated in my work. 

I will now gi ve a succinct outline of the subject, which I hope 
will be intelligible to every one. 

Aristotle in ancient times has laid down as a definition that 
Wealth is anything which is exchangeable, iuiything Avbich may 
be bought and sold, and that Valrie proceeds entirely from , 
Demand. The unknown author of a dialogue called the 
on the Definition of Wealth, which two of the most distin- 
gnished Scholars in England, the Master of Trinity College, 
Cambridge, arid the Master of Balliol College, Oxford; agree in 
tliinking hekmge to the early Peripatetic period, following up Ais 
idea, showed that, the principle of Wealth lic.s oxclusiyely in 
Exchangeftbility and Demand, and that if a man can gain a liylrig 
by ^yirig instynqttoh in science, thgn t^hat seigrioe is aa;o^ 
/Pfeaith silver (uf -^0#: 

.urider this dcisigrmtiori; Ml kin^ 
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man can earn a living are included ; whicli may be summed up 
tinder the term LABOiTRi 

The principles of Roman Law followed exactly the same idea. 
It. is laid down in the Digest that Wealth is anything that may 
he bought and sold ; and it is expressly declared in it that Rights 
of all sorts are includeth under the term Wealth, 

JSoTKt^^ and under ^‘np/iy/iara” and Xpt)fjiaTa^^ 
in the Basilica. Kow a Right to a future payment is Gredit. 
Hence, taking Money as tiie representative of material commodi- 
ties; IjAfiocrR as the representative of personal services of all 
sorts ; and Credit as the representative of all Rights to future 
payment*?, or incorporeal property ; wo see it was distinctly de- 
clared in ancient times that Wealth, X/>//ptira, is of three dis- 
tinct forms, Money, Labour, and Credit 

Such was the state of the subject as declared in the Pandects 
and the Basifica, which were the Code of all Coutiuental Europe. 

% 

However, the waters of oblivion swept all these things out of 
recollection, and when tlie subject of Wealtli began again to be 
thought of in modern times, it was held to consist exclusively in 
gold and silver, which led to the Mercantile System, which 
prevailed for some centuries. Gradually, however, the more 
eiiligliitened portion of mankind began to see the absurdity 
of restricting the term Wealth, to gold and silver only, anvl 
then it was extended to mean the annual produce of land and 
labpur.^^ 

Tlie first school of EconomiKsts arose who proclaimed the doc- 
trine of Free Trade as one of the fundamental rights of mankind. 
They named the whole science of the relations of men to each 
ptlier, to goyernment, and to property, Political Economy. 

One dopartioaent of this subject they called the I^oductiony 
Distribution^ and Conaumpdon of Wealth. But by Wealth they 
t]bey meant the raw produce of the earth which is 
bought to C0^ They made the principle of Wealth fo 

conidfii exclusively in Exchangeability, but thoy rostiicted it to 
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material prbdaots otily. They also clearly set forth that the 
Production/ Distribation and Consumption of Wealth meant 
Commerce, or Kxcliajige. 

Hence the Science of the Production, Distribution and Com 
sumption of Wealth meant the Science of the Exchanges of 
material products* 

Accordingly, in 1770, Condillac declared Economic Science to 
be the Science of Exchanges. 

The Physioorates maintained the extraordinary doctrine that 
Labour (excepting only the labour of obtaining the rude produce 
of the earth) and Commerce do not enrich a nation. 

Such an extraordinary paradox as this, contrary to the plainest 
evidence of facts, could not fail to provoke a reaction. And in 
177G, Adam Smith and Condillac published works sitnul- 
taTK*(Hisly, but independently, to prove that Labour and Coni- 
mercc are productive of Wealth. - ^ 

#^oxidillac defined Economic Science to be the Science of 
Exchanges. Smith speaks of the Production and Distributfon 
of Wealth, but he explains that the purport of tliat part of hfe 
work is to ^‘investigate the princi]>les which regulate the 
exchangeable value of comniodities/^ Therefore the constnictive 
part of bis work is really on Exchanges. 

He repeatedly speaks of Wealth ns being ‘‘ the annual produce 
of land and labour,” but afterwards, ho says, that unless it 5« 
exchangeable it is jiot wealth. So that, aft^r all, Smith comes to 
Exchangeability as live principle of Wealth. 

Wo shall now see the mischief caused in a SGienco, by not 
properly tbiukiiig out its fand.amental conceptions. 

Smith begins by filling his readers’ miiids with the notion that 
Wealtb is the “annual produce of land and labour;^ but bo 
afterwards expressly includes the “ natural and acquired abilities 
of tbG inhabitants ’^ as Weal^^^ of course, is the seOond 

speefes of; Economic Quanti^^^^^ shewn by the author of the 
JS^^xiae, Besides he also expressly ehujheirates 

of ; Gapitsd ; imd thif is die of 
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Eoonomio Quantities deckml to^bo Wealtli in the PaiKlects of 
Justiuian. Thus we see that xh& three species of Economic 
Quantities reappear In Sniitb ; and it is luanifestly absurd to say 
that abilities ” and paper credit ’’ are the ‘‘ arinual produce of 
laticl and labour.” ^ 

Then came JVB. Say, who first defined Political Economy to 
be tl I e science of the Production, Distribution, and Consumption 
of Wealth; and he, too, rejujatedly declares the principle of 
Wealth to reside in Exchangeability; and he also enumerates 
the three species of Economic Quantities. 

# 

The uianifest error of the doctrine that Labour (other than 
agricultural) is not productive of Wealth, naturally provoked a 
reaction ; and, as is very often the case in scientific reactions, the 
pendulum swung from one extreme to the other. From its being 
held tliat Labour is not productive of Wcaltli, the equally absurd 

•it * 

and fantastic doctrine was maintained that Labour istheeuw^e 
of all Wealth and all Value. The doctrine that the Value of a 
thing is simply the ^‘quantity of labour” embodied in it, was 
carried to the Tuost grotesque extreme by Ricardo, Mc€ulloch, 
Carey, and I)e Quincey. Ricardo actually says that the Labour 
of a nuilion of men ill manufactures always produces the same 
valuer— no matter whether the product sells for £10 or £10,000 
‘^-and that the agency of Jsature— a fertile soil, genial showers, 
ami a bright sun add nothing to the, exchangeable value of the 
products of the earth ! 

Common sense revolts against such doctrines.^ A man has 
Only to look round him in any direction, or to the ground upon 
which ho stand^to see the folly of the doctrine that Labour is 
tlic all Value. Look at the great oaks of the forest, — is 

their Value due to Labour ? Look at the great cattle that graze 
in the fields, — is their Value due to Labour ? Look at the ground 
uppn Whieh a city stands,— is its Value due to Labour ? Look:# 
Skehundreds of m Paper Credit, by \vhich the commerce 

of this country is parried on,— is Us Value due to Labour ? 
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Then came Mr. <T. S. Mill, who commences his work by sayiiig 
that Wealth is “everything which has purchasing poweiv’^ 
Here at last wo have come back to the generality of Aristotle 
and the ancients ; and we hoped that we had got rid for ever 
of the notion that Wealth is the annual produce of land and 
labour,” But, unfortunately, this bright prospect is soon after- 
wards clouded over, and he defines the “ production of Wealth” 
to be tlie extraction of the instruments of human subsistence 
and enjoyment from the materials of the globe.” And lie after- 
wards says that he means only material wealth. 

But such is the strange inconsistency of Mr. Mill that ho also, 
expressly classes the “'acquired capacities” of men as wealth; 
and still further on he classes Bank Notes as productive capital ; 
and he says that bank notes, bills of exchange, and clieques, 
perform ali the functions of money, and therefore are Capital in 
the same way that money is. Here wo see that Mr. Mill, 
notwithstanding his eftbrts to restrict the term Wealth to 
mriterial products, is perforce driven to admit the existence of 
the three classes of Economic Quantitjos as Wealth. And again 
we ask are the “acquired capacities” of men, and “Paper 
Credit” extracted out of the materials of the globe? 

The fatal consequences of the method followed by these 
literary Economists are soon apparent. From considering some 
classes only of material products, and not even aTl dassets of 
material objects, they lay down dogmas — pure Atalanta’s apples 
—which they proclaim as General principles of the science. But 
Nature and reality break the bonds of the theories of Smith, 
Ricardo and Mill, just as the planet Mars burst away from the 
first criule equations of Kepler. But, unfortunately, they do not 
imitate Kepler, who mercilessly throw aside all his own tlmories^ 
which were seen to be false, and honestly persevered 
last his labours were rewarded with the discovery of the true 

TSThen wo see ! so much inconsistency with respect tb the VeiW ■; 
of the seiencei it is p«% 
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petjt that we should find a Bimilarly unscientific treatment of the 
science as a whole. 

It has been said frcriiienily that Economics is a physical 
science, and Mr. Mill has in some passages said that we can 
^only expect success in the Social Science by generalizing and 
extending the principles of reasoning already followed in phy- 
sical science. Noav Ricardo and Mr, Mill break up Economic 
phenomena into a number of difterent classes, and they maintain 
that there is a distinct Law of Value for each class ; and Mr. Mill 
seems to make the whole science consist of “ exceptional cases,” 
of peculiar eases,” and of “anomalous calcs.” Jsow if each 
class of Economic Quantities has a. different cause of Value, 
how is it possible to have any Inindamental General Conceptions ? 
and if each class of cases has a distinct Law of Value, how is 
it possible to liavo any General Theory of Value? ^ The method 
followed, therefore, by Ricardo and Mr. Mill utterly destoys the 
power of Genkkalivcixg in Economics, and such a mode of 
treating a science would drive any Physical Philosopher frantic. 

To such a method of treating a science I entirely refuse tc^; 
agree. I have shewn the complete fiillacy of the doctrine tha^?;' 
Labour is the cause of, or even necessary to, Value, Along with ; 
the whole of the ancient writers, ^with IIome, with the Physio- 
crates, Avith the Italian Economists, Vkriu, GeiVOVEsi, Reccaria, 
with CoNoiLLAC, Whately, and Bastiat, I have shewn that 
Demand is the solo Ghismuh Cause of the Value of all Quanti- 
ties, whatever their nature be ; and that it is not Labour which 
is the cause of Value, as Ricardo, McCulloch, Carey, and De 
Qnincey say; but as Hume, Condillac and Whately say, it is 
or JDematidf which is the ca^ise of^ or inducement to^ 
By this simple change we are enabled to obtain General 
Gotjeeptions in the science, without 'which there can be^ll^ 
Ghmeral Propositions. 

I all Phenomena of Value, and all chmsfes W^ 

exclusively by changed in the Intensity of 
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Cemand olV in the Limitation of Supply, and by die Principlo 
of the Continmty of the Stnences^ and the Tmw of OonUnuity, 

I have swept away and aiiiiil dialed all the distinctions of the 
Law of Value in dilferent classes of cases; and thus reduced 
the Science to one General. Theory. 

As the ancients held that the principle of Wealth lies exclu- 
sively in Exchangeability, and that wluitovcr is Excljangeable 
is Wealth, whatever its nature is, it follows that if tliey had 
treated of a Science of Wealth, it could only have biKm tho 
Science of Exchanges. This conception, which w'as allowed by 
the first Econoniisti^' to be equivalent to their definition of the 
subject, was adopted by Condillac, by Whately, and by .TJastiat, 
and it at once clears up all the doubts and difficulties which have 
obscured the science; and presents us with a distinct body of 
phenomena relating to a species of Variable Quantities whose 
laws We are to investigate according to the I'eeognized principles 
of Physical Science, 

This conception manifestly includc.s all the three species of 
Exchangeable Quantities, and brings under the general laws of 
|he Science the Commerce in Debts, or the System of Credit. 
§uch Was the CoiKjeption of the Science adopted in the first 
edition of this work, in which I showed that Demand is tlie sole 
origin of Value, and formally ipcludod Incorporeal Property as 
a class of Economic Quantities, The wliole system of Credit 
was developed to a much greater extent in my Dictionary of 
Political Economy^ and the second edition of my Theory and 
Practice of Banking, merely from my own pracitical observation 
of commerce j but in preparing my papers for the Law Digesj^ , 
Commission, I was led to examine the Roman Law ou the sub-r 
ject, and I was somewhat surprised to find that the system I , 
set forth is absolutely identical, Avoid for word, with that con- 
'tk^ed in the Pandects of Justinian, 

one is more sensible than I am of the immortal services 
llhdered to mapk^^ Smith and his friends by the/ 

Prqe Trade. * That no doubt practical 
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problem to be worked out in hia kay, and in countries still brood- 
ing in the dax'kuess of Protection ism, Ills work may still be of 
use. But Adam Smith is no n ore lit to be made a text-book 
of the general science of Ecom nnics at tlie present day, than 
Copernicus is lit to be made a tekt-book of Astronomy. 

The great practical problem in Economics at the jiresent day 
is Credit and Baiikiiig, and for tliose subjects a thorough prac- 
tical knowledge of Commercial Law and the Meclianism of 
^ommerce, as well as an acqus iniance with the principles of 
modern Algebra is absolutely ind ispensable. For more than a 
hundred years Algebrai>sts hav(i been in tlie habit of calling 
Debts, or Credit, Negative Quantities,” but not one lias 
given any explanation of the nal ure of this order of Negative 
Quantities wbicli can be received as satisfactory. 

By setting forth the .true c [assilication of Property, and 
exhibiting the actual practice ol ’ Oomnierce, ! have shewn the 
application of this expression; and it will be seen that the 
doctrines of modern Algebra — [he doctrines of Law — and the 
practice of Commerce^all w'orlred out independently, are in the 
most perfect harmony with each other, and give a complete 
solution of the Theory of Credil;, 

The tlieory of Credit requires the thorough investigation and • 
^sottliement of cvei^f: fundament al Conception in Economics; 

Cs of the Inductive Logic of 
^ to the definitions of Economies 

cfs. 


and II have applied the priucip 
Bac^n to give the same geueralit}] 
as M done in all Physical Sciened . 

Thus by Qeneraliziiig all the fujndameiital Conceptions, and the 
Law of Value, itTs seen how Ecjpnoinics is a Positive Inductive 
Science. 
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If tlicve be one race of lueii more than another to whom the 
undying gratitude of mankind is [)re-oininently due, it is to tlmt 
illiixStrious band of thinkers in France, Italy, Groat Britain, and 
Spain, who daring the last century founded the science now 
ciilled I^olitical Economy, or Economics, and brouglit about that 
gi-eat revolution iu opinion which after a long and arduous 
struggle finally established the doctrines of Free Trade in Hiis 
country. Lord Macaulay remarks that the two greatest and 
most salutary social revolutions which liave taken place in 
England, were those wliich in the thirteenth century put an 
end to the tyramiy of nation over nation, and wJiich a few 
generations later j)ut an end to the property of man in man; 
but to these there may be added a third— not less great and not 
less salutary than the other two — that great revolution in the 
ideas of the age which abolished for cvei’ the property of one 
set of men iu the ind/uslrf/ of others. 

But, however deep the debt of gratitude which is due to these 
imihortal thinkers, and however warmly we may acknowledge 
it, it is given to no men, however illustrious, to arrest the pro- 
gress of Iboiight, and to impose limits upon science. It is the 
Bacred duty of those in succeeding generations who w^m Id aspire 
to walk in their steps, to sift and evamino their doctrines by the 
of further experience, even as they examined the doctrines 
<>LUic4r predcjcessor^^ the science fVom where 

they left it 
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PRPTGIPLES OP ECONOMICS, 

It has thus happened that, nearly every science has undergone 
a complete transformation from the mode m which it was con- 
ceived by its founders, and tliere is, besides, in every science a 
ceitain stage at which it becomes necessary to introduce wore 
powerful and refined methods of investigation, more comprehem 
sive forms of expression, and more minute and exact observa- 
tions. 

Highly as we may esteem the great Economists of this and 
other coimtries, it is essential to rcmembor the chai'acter of the 
great Economical contests np to recent times. They have been 
almost entirely destrmlive. The first Economists found tl\e 
public mind and the administration infected with an immense 
mass of rooted prejudices, en-ors, and abuses. Their first efforts 
were therefore natnndly directed to sweep these away ; to beat 
down and abolish false doctrines of A'arious kinds ; to extirp,ate 
bad and mischievous laws interfering with the natural order of 
things; to abolish legislative interference with wages, witli 
prices, with tlie ini crest of money, and with the commercial 
intercourse of nations; to establish, in fact, freedom of contract. 
And in this Economists of all schools are thoroughly agreed. 

iPie repeal of the Com Laws in England may be regarded as 
the close of the destructive era of Economical science in this 
country. We have now arrived at a new and di.stinct phase of 
the science; that, in fact, in which the period of destruction has 
ended, and that of construction has come. 

Witli the great practical work before them, which it required 
three quarters of a century to accomplish in this country, it is 
not very surprising that Economists have not hitherto givtui any 
A'cry close attention to settle the ex.act foundations of the science. 
The early treatises are filled with long controversies and discus- 
sions wdiich, though indispensably necessary at thiit time, may 
now be dismissed in a few lines. 

But while Economists of all schools are agreed on what was 
the destmetive portion of their science, when we come to the 
oonstruotive or positive science, this agreement is at an end. 
Nothing can bo more lamentable or astonishing than the differ- 
ences of doctrme and the antagonism of Economists on almost 
evciy point in the geieriee, so as to crcatc a widely spread impres- 
sion that there is no such intelligible geiettee at all as EconbmieSi 
It is welbknQwh that each of the physical sciences wMeh 
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have attained such great magnitude and extent in modern 
times, and which have produced such admirable results, luiAo 
been brought to their present state of perfection by extra- 
ordinary labour liaving been bestowed in ascertaining and 
settling their first elements, namely, their definitions and 
axioms, or accurate conceptions and expressions of the objects 
they treat about, and the general laws which regulate their 
relations to each other. 

But it has not always been so. These wonderful sciences 
were once in a very <litrercnt state. The modern }»lMn of teach- 
ing a science only in its existing state, no doubt, imparts a vast 
amount of actual knowledge. But as a mental discij)line, or as 
a matter of education, tlie History of Science is of enonnons 
value, and, we venture to say, is far too much neglected. 

Many persons can ‘^cram” np a considerable amount of 
actual knowledge, and yet derive but little benefit from it. But 
to study the Ilistovy of Ideas on the siib)ect, to understand 
clearly the principles of the difiereut controversies that have 
been waged, to comprehend why one set of ideas prevailed over 
another, is an educational exercise of immense utility, which is 
almost entirely neglected. Few persons are aware of the wijgcks 
of the fierce controversies which lie buried beneath the calm and 
placid surface of modern science like those of mighty armaments 
below the summer sea. 

Many persons are apt to think that controversies in Economiea 
are mere logomachy, vain and unprofit aide disi»utes about words, 
and of no real coiisecpicnce. They are apt to think tliat the 
Physical Sciences treat about things, and Economics only al>out 
words. But those Avho think so, display a total want of know- 
ledge of the History of Science. The early history of all science 
is full of controversies about the meaning of words. Many may 
think that Physical Science being alK>ut things there is nodiffieulty 
in giving a name to Avhat is seen so readily. This is a lamen- 
table error. On the contrary, it almost invariably happens that 
names get into a science, and acquire a position in it, before any 
one can tell w^hat they mean. Thus, the words Momenhim^ 
Vis Viva^ Unif(n^ Vorce, Aceel&i\Umg Force^ and several 
otbers, acquired a position in Mechanics before any one 
what they really meant, and all tlie philosopbie.al 
world of the day was engaged hi the wordy Avar to settle their 

n 2 
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meaning, and obtain true definitions; consequently it is an 
entire error to suppose that controversies in Physical Sciejice 
are not a}>o«t uordwS, On the contrary, it was in the tnio 
definitions of words that the whole foundations of the science^ 
were laid, and it was just because all the great matheTnaticians 
of the day so thoroughly understood the supreme importance of 
ascertaining the true meaning of words, and fought out the 
meaning of each separate one w'itli such pei^severance, that they 
at length arrived at such an unanimity of agreement, and these 
controversies liave now been almost forgotten. There u^as a 
time, then, when what are called the exact sciences had riot 
attained tJiat rank. They were once rnattors of ojrmiout 
not of denionstration, and they only attained the rank of 
demoMstralive truth, because each separate word and each 
separate principle was thoroughly discussed and settled. 

And why has Economics not yet attained the same rank as 
Mechanics as an exact science? Because the same care has 
never yet been given to scjtlle its <lefiiiitions and axioms. 
Economics is now, like Mechanics in its early stages, overrun 
and infested with words whose meaning has never yet been 
settled on certain j)rinciples, and whi(;h arc never almost used 
by any two writers in the same sense, nay, even few of the 
best writers are consistent with themselves. The men who 
have cultivated Economies arc proba])ly of as great natural 
ability as those who cultivated physical science, of course with 
the exception of a few unapproachable examjdes. Why then 
have they 7iot coTue to the same unanimity of opinion as their 
brethren ? The simple reason is that they have not adopted the 
only means tliat could by any possibility ensure success, namely, 
a thorough discussion and settlement of the meaning of words. 
Nay, they have systematically despised it. Now, what the 
words Monmitnm^ Vis Viva^ 4fcc., were to Mechanics in its 
early stages, that Value^ Carrtney^ &c., arc at the 

present day to Economics. 

And it is for this very reason that many suppose that 
Economics cannot be made an exact science, because the only 
means that can niake it so have been systematically iieglected, 
Many, however, suppose that there is no use for such a thiug ; 
iriattcrs will go on just the sanie, they think, for all tlicdisputOs, 
the same may b^ said of physical science. A man may bO 
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an excellent seaman, and yet be entirely ignorant of the prin- 
ciples which govern the progress of his ship. But is there no 
in the science of Mechanics? So, doubtless, a man may bo an 
excellent banker and a very successful practical merchant with- 
out any knowledge of Economics, and yet is there no use in the 
science of Economics ? 

Now Economics depends upon certain fundamental concep- 
tions or definitions and axioms just as mechanics does, and by 
settling these with as great care as is done in physical soieiKie, it 
may be raised to tlie rajik of an exact science. And yet there are 
writers, of no mean acquirements, too, who entirely discourage 
such a course of proceeding, Avho consider such at tempts as 
pedantic, and mei*e waste of time; who would admit tljat in 
every other branch of human knowledge clear and precise tech- 
nical terms are iibsolutely indispensable, and yet in Economics 
alone think there is no need of anything of the sort. 

J^esides the nature and extent of the Science itself, and the 
method of investigation proper to it, its fundamental conceptions 
are Wealthy Valuc^ Production^ Oonsumptio7i, Ca 2 Htal^ CredUy 
Ourreneyy Rate of Profit^ and some others. It might naturally 
have been expected tliat, as these terms are the means by which 
discussions are carried on, Economists w^ould have been agree<l 
upon all of them. 

On the contrary, there is no agreement among Economists 
upon any one of them. They are entirely at variance with each 
other, not only as to the nature and extent of the science, but 
even as to the method of iiivesligaiion proper to it. No 
Economist has attempted to fix the Imidamental coneeptioiis of 
the Science on scientific jwinciples. Excellent as are many of 
their refutations of previous errors, they have never yet made 
an attempt to give an exposition of the facts of the science Jis 
a foundation for a theory. Now, as the phenomena of Econoiiiics. 
are all produced by the actions of men, if the same care were 
taken to ascertain these facts, and to express their relations 
in the same accurate and generalised language as ks done with 
regard to those of physical science, Economics might be made 
a science as certain as any physical science. 

thingj then, that is wanted is to introduce into the 
^ciouce the spirit of true geiieraUsati6n>~*tho gouevalisation of ; 
its fiindatiiontai conctqitioj^^^ the gcnoralisatidn of its priii- 
ciples by the acknowledged canons of Inductive Logic. 
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Wheu Galileo began to study Natural Philosophy he put 
aside Mathematics, never dreaming that there could be any 
connection between the two; a sentiaient, too, which appears 
in Biicon. Galileo very soon perceived his error. Many per^ 
sons at the present day tliink that there is no connection be- 
tween Economics and Natural Philosophy. They are just in 
as great an error as Galileo and Bacon were. Economics is 
a science of causes and elfects numerically measured, produced 
by the properties of men, and its types and standards of 
reasoning are to be found in the sciences wlii(di treat of the 
causes and elfects produced by the properties of material sub- 
stances. In both equally the Inductive Logic reigns supreme. 
Tlie same general method of investigation is conmioii to all 
of them. And there is the same hope and encouragement to 
expect success that the Athenian orator gave to liis country- 
men because their fiiilure arose — not from the nature of the 
thing, but Iroin their own errors. So it is with Economics. 
Tlie lamentable state in which it is at present does not arise 
from the nature of tlie thing itself, but from its method of 
treatment. 

By paying the same attention as Physicists have done to 
obtain true ooiice[)tions and axioms from reality itself, by proper 
methods, and not by arbitrary dogmatism ; by proceeding step 
by ste]>, dclinition by dclinition, axiom by axiom, principle by 
principle, in due and proper order; by maintaining a proper 
ufiity of conception and principle from the beginning to tlie end, 
it will be found that a vast and magiiilicent edifice of demon- 
STiiATiVE truth may be reared up; Economics will emerge from 
the turbid regiojis of controversy as clear and precise, as sharply 
defined, and as capable of being erected into an exact science us 
any other wl»atever ; it will attain a grandeur, a precision, and 
a compass never yet thought of. A new Inductive Science, the 
connecting link between Pliysical and Moral Science, will bo 
created, and a new monument raised to the everlasting glory of 
the Monai’ch of Philosophy. 



CHAPTER I. 


OSr THE JVIETIIOD OF INVESTIGATION PROPER TO 
ECONOMICS. 

SoOttATjacB — B acon— J. B. Say — ^Auguste Comtk — S. Mill, 
Bacon proclaims the Doctrine of the Continuity of Science. 

1. When the greatest Moral Philosopher of antiquity 
attempted to master the Physical Science of his day, he found 
that it was a mere chaos of confusion, a mass of baseless 
dogmatising and vain speculation. He called olf his disciples 
in blank despair troin such unproiitable labour, and bade them 
devote themselves to the study of Moral Science, which was 
within their comprehension, and to learn just so much of Natunil 
Science as to know when to sow, and to reap, and to saiL Nay, 
he considered those who engaged in such objects of contempla- 
tion as wanting in good sense. He used to inquire whether 
such persons thought they already knew enough of human 
affairs before they proceeded to such subjects of meditation. 
He thougbt that men could never come to a satisfactory conclu- 
sion on such points, beciitise those who most prided tliemselves 
on their knowledge were altogether at variance with each other. 
He asked whether those even who studied celestial phenomena, 
and discovered the laws which governed all things, ffmeied 
they would be able to produce, at their pleasure, wind, raui, 
changes of the seasons, as men who have learnt mechanical 
arts can produce w’hat they want. As for himself, he would 
abandon all such vain speculations, which could never have any 
practical utility, and turn his titlention entirely to nioral and 
civil philosophy, and all things w'hich concerned Tnankiml. 
Thus l^hysical and Mond Science were, utterly divorced in 
times, and for twenty centuries it was supposed that 
w as no eonnectiou between tbem. 
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[Chap. I; 


But our Bacon, greatly wiser— and for this he has never 
the thousandth pai*ff of the credit that is due to him— 
had the marvellous sagacity to perceive that in Natural Science 
.j^re to be found the types and standards of reasoning which 
vure to guide us in Moral and Political Science. He inouleates 
the study of Physical Science, it is true, for its own sake, but 
. not for its own sake only, but as the foundation of Moral Science, 
is his transcendant merit. to have perceived and proclaimed 
iitith the voice of a trumpet the grand doctrine of the contumity 
ypl the Sciences. And we must be the more eaniest in defending 
just title of Bacon to this glorious discovery, because the 
: Admirers of Auguste Comte have claimed for him the orginality 
of the idea. But we sluill show abundantly that Bacon was the 
^’ue ^iscoyeypT of the doctrine. Witli Physical Science not in 
bettor state than it was in the days of Socrates, 
only did not discountenance it, but he had the 
^raculous sagacity to perceive that the way to true and certain 
''^as^pig ill Moral Science lay through Physical Science. He 
^’cSliiplains bitterly of the mutual damage to the Sciences by 
tlieir separation, and the neglect of Natural Philosophy as the 
gi*eat nursing mother of them all. ‘‘And it is a matter of 
^j5oramon disijourse of the chain of sciences, how they are linked 
together, insomuch as the Greeks, who had terms at will, have 
fitted it of a name of circle Nevertheless, I that hold 

it for a great impediment to the advancement and further 
invention of knowlc<lgo that particular arts and sciences have 
been disincorporated from general knowledge, do not Understand 
one and the same thing, which Cicero’s discourse and the note 
and conceit of the Gseeians in their word circle learning do 
intend. For I mean not that use which one science bath of 
another for ornament or help in practice, as the orator hath of 
knowledge of aflections for moving, or as military science may 
have use of geometry for fortifications ; but I mean it directly^ 
of that use by \vay of supply of light and infoimiation, 
the particulars and instances of one science clo yield and presfsftH 
for the f™m»^ or correcting of the axioms of another scienw 
in their very trutli and notions. And tberefbre that example oij 
oculists and title lai^ers doth come nearer to my conceit thmi 
the other two ; for sciences distingitis^^^^ dopendenoe ot 

tuiiyergal know to be augmented and rectilied by the 
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superior light thereof, as well as the parts and members of a 
science have upon tlie maxims oi^the same science, and the 
mutual light and consent which one part receiveth from 
another, * * # # these are no allusions, but direct 

communities, the same delights of the mind being to be found 
iiot only in music, rhetoric, but in Moral Philosophy, policy, 
and other knowledges, and that obscure in the one which is 
more apparent in the other ; yea, and that discovered in the one 
which is not found at all in the other ; and so one science 
gi‘eatly aiding to the invention and augmentation of the other. 
And therefore without this intercourse tlie axioms of the 
sciences will fall out to be neither full nor true.” ^ 

3. Again, after shewijig that one cause of the backward state 
of the sciences was the sliort period during whicl) theyliad been 
studied, he says — “ In the second place there presents itself tliat 
cause of great weight in everyway, namely, that during those 
very ages in Avhicli the genius and learning of men l)avc cliiefly 
flourished, Natural Philosoijhy obtained the least part of human 
labour. And JAevertheless tliis very thing ought to be lield to be 
the groat Mother of Sciences. For all arts and sciences if torn 
from this root, though perhaps they may be polished, and made 
fit for use, yet they will make no further progress. *h # 

And the age daring which Natural Philosophy Avas seen t<>i 
flourish in (Ireece, Avas but a very Inief interval of time, foij 
both in the moi'e ancient times, the seven Avho were calle«l the 
wise men, all excevpt Thales, ap]>lied themselves to Moral Philo- 
sophy and civil affairs, fuid in later times when Socrates drew 
down pliilosopliy from heaven to eartli, Moral Philosophy pro-* 
vailefl more and more, and turned the min<is of men from tlnf 
Philosophy of Nature.” * So again— To this it is to be added 
that Natural Philosophy, ca^cu among those very men, who have 
nurtured it, has scarcely ever obtained the whole leisure and 
employment of any one, especially in these later times; except 
perhaps some instances of a monk in his cell, or a gentleman 
speculating in bis country house. But the Philosophy of Nature 
has been made as it Avere a passage and a bridge to something! 
Olse. And so this great Mother of the Sciences has been with 
Wpnd^ to the office of a baudmaiiL, 

* * Memiwhil^ let no one expect much progress iu 

^ Vahrim ^ Nov. Ory,y M. 
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the soiojices (especially in the practical part of them) unless 
Natural Philosophy be apj)fied to each individual science, and 
each particular science be referred again to Natunil Philosophy. 
Hence it is that astronomy, optics, music, most of the mechanical 
arts, medicine itself, and — what one might more wonder at— 
MoiiAT. ANJo Political Phii.osopiiy, logical sciences have 
scarcely any <lepth, but only glide over tlie surface of a 
multitude of things, because, after these separate sciences have 
been once distributed and erected, they are no longer nourished 
by Natural Pljilosophy. Tlierefore it is not tlie least strange 
if sciences make no ].>rogress when they arc torn from their 
roots.” ^ 

4. So also — ‘‘ And here it may lie repeated what was said 
above, about the application of Natural Plillosophy, and that each 
separate science must be referred to that again that the sciences 
^lay not be severed and cut olf from the trunk. For without 
tins little progress is to be ho]>ed for.” ^ And again— Some, 
too, may doubt ratlier than object, whether we sj^eak of Natural 
Philosophy only, or that the other sciences, logic, ethics, politics, 
are also to be brought to perfection l>y the same method. But 
most assuredly wo mean what we said to a])ply to them all ; and 
as the common logic which acts by syllogism affects not only 
the natural, but all sciences, so also ours which proceeds by im 
duction, embraces tliem all. For we form a history, and tables of 
discovery of anger, fear., shame, and the like, also of examples 
jin Politics, so also of affections of the mind, &c.” • 

So again — Let us now come to tliat knowledge to which 
the oracle of old leads us — namely, tlie knowledge of ourselves, 
upon winch, as it touches us the more nearly, the more diligence 
is to be bestowed. This knowledge is for men, the aim and the 
object of all knowledges, but it is only a portion of Nature. 
And let this be laid down as a general rule, that all divisions of 
sciences be so understood and applied that yriftth 

and distinguish ihm. than seppato apd diy ide^th^^^^ so that 

wV may of continuity iiTtEe*^cmces. For 

the contrary mode has made each separate science barren, 
empty, and erroneous, since tliey were not nourished, supported, 
and corrected by the common fouutam and aliment,” — ‘‘ We 

' Not., (hyj., R so. 9 A-Otf. Orff., R 107. 

Of-ff.y R /., Aj[^i, 1‘27. Auffmntisy Lib. /., <J. L 
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have laid down that this is the function of Natural Philosophy 
to he the oonimon mother of the scienoes.” ‘ 

5. It was, then, tlie matchless and undivided merit of Bacon 
to discover that tlie same great fimdaniciital principles of 
reasoning govern all departments of hinnaii knowledge, and 
that general principles of Logic govern particular sciences wdth 
a higher authority than belong to these particular sciences. It 
has long being observed that the genius of the Platonic 
Philosophy is essentially Inductive. Only Plato applied the 
Inductive method to the ideas of the moral wxjrld ; Bacon in 
the first instance to those of the Pljysical world. But the 
genius of the Philosophy of each is identical. The siibliine; 
discovery of Bacon w^‘^s that Physical Induclive Science must 
Moral Inductive Science: that Natural Sivience is thCj 
nursing mother of all science, and that in it are to be foiindl 
the ty[>cs and standards of reasoning to wduch all other 
reasoning is to bo referred ; that it is the Trattviywyoc to lead us 
to tlje study of Moral Science. He proclaimed the union 
between Ir3EAS and Realitv, to which nothing earthly was 
comparable, which was tlie sole hope of attaining true science,, 
and in coiixsequence of tlie divorce ‘between them, the wdioltij 
labric of human knowledge as tlien existing was like some] 
magnificent structure Avithout any foundations, 

0, It has indeed been .tlie fashion of some Avriters, lately, 
systematically to depreciate the merits of Bacon, and some 
almost seem to go the length of denying liim any merit at all 
because it cannot be shown that the Nocnni Onjammi had 
any direct iufluerice on the 2 )rogress of physical discoveiy. 
He made no discovery himself, and the progress of pliysical 
Kcionce would have been just as great if he had never ^vrittcn. 
Even if these assertions Avere true, it Avould not in tlie least 
diminish the lustre of that work. No one can fairly appreciate 
the merit of that Avork who is not well acquainted with the 
absurdity of the grounds upon Avhich the established opinions of' 
his day rested. Bacon saw' througli this, and discovered the 
weakness of the grounds of the current belief wdtli a clearness 
and penetration truly surprising. One reason, perhaps, why 
be may not have received his due share of credit is, that 
ho overrated the poAVer of his Logic; and supposed that by 
» Lh h. IIL, <r. i. 
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its means discoveries could be made, so that almost all minds 
could be brought nearly to the same level, and make discoveries 
as equally as they could draw circles by compasses. That 
he entirely failed in this is true, and it is probable that his 
failure iu tliat instance has had some effect in making his 
real merits less thought of than they deserve. But he felled in 
lliis instance by not oliserviug his own rules. For he has laid 
down that the conceptions of a science arc to be framed with 
exactly the sanio care as the axioms, or general principles. 
And he fell into exactly the same error himself as he cliarged 
upon tlie Aristotelians, namely, considering Logic as an instru- 
ment of discovery. Whereas the fundamental conce])tion of 
Logic is not the science of dlscomrmtj truth, but the science of 
jiultfiruf whether or not c<u*lain alleged discoveries arc trne. 
liOgic is the science of tTudf/menty and not an art of discovery, 
nor even an art of reasoning. The faculty of proposing notions, 
or ideas, or laws, or reasons, belongs to tlie or the 

ilnvcntUm : but all these ideas, conceptions, or laws, must be 
■submitted to the tribunal of the lieamn^ or Loyic, before they 
[can be finally admitted to be true. And it is the province 
of Logic to discover and apply the tests which any conception, 
or axiom, must satisfy before it can be admitted to be true. 
Cicero has described once, and for ever, the true function of 
Logic. — In hdc arte, si math est him ars, nuUnm est 
prcceptfini quo modo verurn imeniatur, sed tantum est quo 
modo J Li>iCETUK.” * AVhen, tlioreibre, we separate what fills 
within the limits of this conception from what transgresses it ; 
when w^e consider that in his day there w^as not a single science 
from which he could draw’ his observations, there is no candid 
mind but must be astonished at bis penetration and sagacity iti 
anticipating and constructing the Science of Sciences. For the 
Nornmi Orqanum is not the science or tlio art of discovery, 
but it is the Theory of Theorizing, or the Theory of 
Generalization: it is the science and the art of judging and 
deciding whetlier the conceptions and the axioms of the various 
sciences are true. No one can dispute the merit of Aristotle in 
discoyoring the syllogi.stic mode of reasoniug, nor can blame 
hiia because his injudicious followers pushed it far beyotul what 
he ever intended. But Aristotle founded his system 

* />€ Oraiore, //.» 
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he framed it by observing what examples of reasoning wore 
acknovvledged to be valid l>y conmion consent. Bacon founded 
his system a priori^ with no single instaiice of an Inductive 
Science in existence, lie made no claim to have created aj 
science, but only to have proclaimed the only true )nethod hy\ 
which a science could be created. And though no doubtl 
additions have been made to Inductive Logic in modern times, 
yet the amount of success he achieved is truly marvellous. By 
a curious whim of fortune, tlie chief of the school of a priori 
reasoners founded his system inductively : the chief of the 
school of Inductive Logic foundod his system a priori, 

7. And this great discovery, first seen and j)roclaiined by 
Bacon, has been repeatedly enforced by the most eminent men 
since. Thus, Newton says that an extension of our knowledge 
of the laws of Natural Philosophy would certainly extend onr 
knowledge of the laws of Moral Philosopliy. So IVishop Butler 
says — “ There is iriueh more exact cor^e^spondenco between the 
natural and the tnoral world than we are apt to take notice of.” 
And the most celebrated metaphysical writers of tlie last century 
held the same doctrine. 

8. Tlie earliest scliool of Economists in modern tinjes 

acknowledged the same principles. Seeing, as is explained in a, 
subsequent section, the intolerable misery under which their 
countiy groaned, a few righteous and generous philosophers 
struck out the idea that there must be some natural science, 
some pririeiplcs of eternal truth, with regard to the social rela- 
tions of mankind, the violation of which was the cause of that 
hid(*.ons misery which afflicted their native land. Although they 
did not in all respects succeed, and were somewhat hasty in 
laying down general principles, so that in fact they gave their 
^.>hifasopliy too much the air of a priori dogmatism, they 
uevertheless acknowledged the doctrine that there is a Natural 
Mbral Science, whence they w^ero called Pnysiot ^ ates. But this 
doctrine was proclaimed with much more carnexstness and effect 
by J. IL wlio however had read Bacon 

with such extraordinary carelessness as to say — ^‘Tho Chancellor 
Bacon, who was the first to teach that to understand the pro- 
cesses of Nature we must consult, not the writings of Aristotle, 
but Nature herself, by judicious observations and wejl-contrivcd 
experiments, was entirely ignorant that the same method was 
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applicable to moral and political sciences, and that it would 
obtain the same success in them! !”' Passincy over, hoAvever, 
this extraordinary statement, he says: — “In Political E(5onomy, 
as in Miysics, and in every thing else, men have made systems 
before establishing truths; that is, they have publishe<l as truth 
unfounded concoptions and pure assertions. Afterwards they 
applied to this science tlie methods which have contributed so 
much, since the time of Bacon, to the progres>s of all the otheVf^> 
that is the method of experiment, whicli essentially consists in 
not admitting as true anything of which observation and expe- 
rience have not proved the reality, and as general truths only 
such conclusions as naturally flow from them. This entirely 
excludes those prejudices and those authorities which in science, 
as in morals, in literature, and in govei nment, intrude themselves 
between man and the tmlli.”* Again — “The manner liowj 
things are and how they liappeii constitute what is called the/ 
■nitture of and exact observation of the nature of thing.'i 

‘is the only foundation of all truth. Tlumce spring, too, diflerent 
kinds of sciences : sciences which may be called dei^crlpthmj 
which consist in naming and cla.ssifying objects, like Botany 
a\|;d Natural History. Then the Jyxperhnental Sciences, which 
■teach us the reciprocal actions which things cvovcise upon each 
Other, or, in other words, the connection between ofleots and 
their causes, such as Physics and Chemistry. These last 
require that we should study the very nature of things, becansi? 
it is by virtue of their nature tliat they act and ]>roduce tlieir 
effects ; it is because it is the nature of tlie sun to be luiniiions, 
and of the moon to bo opaque*, tliat wJien th(3 moon passes 
before the sun the latter is eclipsed. A careful analysis 
sometimes is enough to inform us of the nature of a thing: 
sometimes it is only clearly made known to us by its eflects ; 
and when we camiot devise experiments on purpo.se, observa- 
tion is in every case iiecessaiy to confirm what analysis can 
teach us. 

The.se principles which have guided me will assist 
distinguish two sciences which have been almost always con-J 
founded— Political Economy, which is an escp&nmental science^, 
aiid Statistics, which is only a descriptive science. 

^ CktUr 9 IW. //., 550. 

* , 'lWiU4 dfe*:mQ7tm iKilittqm. Dittoomut PrHinmure^ p. 3 
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Political Economy, as it is studied at present, is entirely 
founded on facts: because the nature of tilings is a fact, as well 
as thcMwdt which flows from it. IVditical Economy 

is established on impregnable foundations as soon ns its 
fundamental principles are rigorous deductions from general 
undoubted facts .” ' 

9. We have no>v, we think, offered ample evidence to shew 
that the great doctrine discovered and proclaimeil by Bacon, 
that Physical Science is the true basis of all science, w.as 
.admitted and aeknowleilged to be true by a long line of illus- 
trious men, and among others by the cultivators of the new 
science 'Nvliich was vising into (‘xisteiu'e — I\)IiticaI Economy. 
How far they succeeded in realizing this concejition is quite 
another matter. Ihe great i)oinl Avas that the princijile was 
admitted, and carried within itself the method of judging and 
correcting any spe(*ial errors that might be made in any parti- 
cular science. We have now to notice another writer who has 
had many ardent admirers in recent times. 

Aiff/mte Comtii proelaims the Doctrine of the Confymtntt/ of 
the Sciences j hut fails to make Economics an Inductive 
Science, 

10. Al guste Co^^^K was bgm..aLJibjiatpclUeivi^ a 

high Catholic and Royalist family, .and was placed at one of 
Napoleon’s Lyceums, Avherc great eftorts were made to restore 
the old ll i eologi co -Tn eta pb y sical 
age, he revorted against (lie sysi 
a ui]iverssn^*e^nm\ation, tand phy.sical. In 1814 ho 
entered the Ecole Pobfech/nique^ and the mathematical studies 
of the place strongly confaTned this tendency. lie becamo 
convinced that the same spirit of philosophizing must be applied 
to viud and social questions, as had already been applied to 
inorganic sub.stances, and that the education Avliich stopped at 
the latter aams imporfecl. The Avhole system of this Philosopliy 
he cidled the EiicyclopaHlic Ilierarchy. 

11. Comte denominates his doctrine the ^‘Positive Philo- 

sophy,” because he says that every science has passed through 
thrAa npminp — The Theolodcal~ -Avheu men iu 

^ Traits jpoUtiqv-e, Disemtrs PrcUmimire p. 5 , 
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tboir ignovancc and incapacity tt> account for phenomena, referred 
jhohfi on all occasions to the ^)j;fiEpoaiy:Oa.ii£^ 

^fic they had abandoned the theological 

stage, they tried to speculate on the causes of plieiioinena, and 
attributed them to certain mysterious agencies. Comte maintains 
t^mt this is beyond the reach of human faculties, and that all 
;^ey can do is to discover the Zmes of As an 

instance of the metaphysical stSSe'ot^cience ho takes the two 
prevalent theories of light — the emission and the wave theory. 
B(>th these he condemns as unphilosophical, and considers the 
researches into the laws of heat as the true model of scientific 
njycvstigation. ".rhis system of ’in(|uiring only into the Laws of 
^Phenomena, lie denominates the “Positive” syslcm, to which all 
Philosopliy will, he asserts, finally confine itself. 

Now there is much truth in what he says regarding the 
tn^Iogical phase of opinion. But Bacon lirul said tlie very 
same thing long before. Ho tells us that Providence acts only 
fhrpugh secondary laws, and that these are the only ones which 
pie philosopher has to investigate. So that tliere is no novelty in 
this part of Comt<^’s doctrine. In the nex.t place men of science, 
long before Comte, were perfectly agreed that tlie true method ^ 
of procedure in every science is to begin by ascertaining the; 
Law’^s of the Phenomena. Newton laid this down in his Optics, 
and the rule was perfectly well understood and acted upon by 
ill physicists long before Comte. But with r(‘spect to Comte’s 
doctrine, tliat philosophers must stop there, and never seek 
0 the causes of these laws, — tluit is a limitation of 
tte'powers 'of the human mind no pliysicist will ever submit to. 
fn fact, as soon as laws are proved to be true they become 
•phmorfiemi. A true theory is a fact which is proved by cir*- 
cuTustantial evidence, A theory is nothing but a reason/ or a 
|>fmciple, or a law, wfiiich explains soine phenomenon ; and of 
course, if the true reason be ascertained, it is a fact. By opl- 
lecting a vast body of these laws together, the human iniiid 
naturally and irresistibly endeavours to discover, by the Same 
method of philosophy, if these phenomena arc not subject to 
general laws, like the first order of phenomena. Thc>y will 
certainily try to disc/Over whetbor there are laws of lawSi 
we once seek for laws at all, it is not more metaphysical to seek 
the law of a law, than for the law of a phenomenoii. lo 
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fact, Comte’s system would go to forbid ns to inquire into the 
reason of anything — all reason being metaphysical — a restraint 
the human mind will never submit to. 

13. Comte’s great doctrine is, that there is a certain pro- 
gressive order in science, and that the Social Science Inust be 
investigated by methods strictly analogous to those pursued in 
Physical Science, and that the study of the latter must pre- 
cede the former. But this is nothing more, as we have shewn 
above, than a reproduction of the Baconian doctrine of the 
Continuity of the Sciences. Comte says that there is a certain 
due and proper order, in wliich only the sciences can be properly 
understood. First, as the basis of all human knowledge* 
Mathematics; then the inorganic seienccvS, Astronomy, Physics,^ 
and Chemistry. Next, the organic science, Physiology, the! 
study of the individual; aud,da*stly, Social Science, or individuals^, 
in society, which lie calls Social Physics. Comte strongly urges 
the necessity of studying the anterior sciences in due and propei* 
order, and that omcU one should be understood before proceeding 
to the next; and esfiecuilly those who study Social Physics 
should l>e well acquainted with Astronomy, Physics, Olieinistry, 
and Physiology before they attempt it. 

14. It will be seen that the ideas of Comte are in reality 
identical with those of Bacon, and tliat bis “Positive” Pliilo- 
s(q>hy — except the untenable restriction he atUunpts to impose 
upon inquiring into causes — is simply the Baconian Philosophy 
which had been repeatedly assented to by a lung lino of ilhis- 
trious men. And yet some of his admirers seem to think that 
this is a great discovery of Comte’s : — “Let me now call atten- 
tion to Comte’s initial conceptions; and lirst to the luminous 
conception of all the sciences — physical and social — as 
branches of one science, to be investigated on one and the 
same method. 

“ To say that science is one, and that the method should be 
one, may to the hasty reader seem more like a truism than a 
discovery ; but, ou inquiring, he will find that before Comte — 
although a general idea of the connection of the physical sciences 
was prevalent, yet to judge from Mrs. Somerville’s w'ork, or 
Herschell’s it was neither very precise nor very 

profound— no one had thought of a Social Science, issuing from 
the physical sciences, and investigated on the same method. 
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In fact, to talk of moral questions being reduced to a positive 
science would even now be generally regarded as absurd ! 1 ” ^ 

It lias already been seen how untenable is the claim set up on 
behalf of Comte as the originator of the idea that physical science 
is the basis of Social Science. Many illustrious men had said 
the same since Bacon’s day, but unfortunately they had done 
little more than pi-each it. 

15. Comte, however, was in a better position to realize this 
great conception than many others who had preached it. A highly 
accomplished Tnatheiualician, witli the knowledge of the history 
of the Physical Sciences which had already been created, he 
devoted himself especially to Sociology, or Social Physics. He 
had before him the works of Economists of several countries, 
Italy, France, and England. What a splendid opportunity, 
therefore, of realizing his concepti<^i, and giving an examph) to 
the world of the creation of at least one Social Science on the 
model of a Physical Science ! What a noble o|>porturuty of ex- 
amining the current doctrines in Economics by the acknowledged 
standards of reasoning iriPhysioal Science ! approving, coiifirming 
and developing what was good, and nsjecting wliat was false, 
and pointing out the application of liis doctrines. Accordingly, 
when we have passed through and at! mired his exposition of 
the principles of the Physicjil Sciences, we naturally expect a 
Physical Economics constructed in a similar manner, as the 
coping stone or the crown of the preceding work. Wliat, then, 
is our astonishment to find that when he comes to Political 
|Economy, he speaks of it witli the greatest contempt, and does 
not admit it to be a science at all! Except vSinith, whom 
he lauds for not making it a science, he treats the Economists 
with the most unbounded disdain ! Now, the worse the condition 
of Economics was in the hands of its professed cultivators, 
the more glorious would have been the triumph of the Positive ” 
Philosophy, in shewing liow it might be made a ^‘Positive” 
Science. But, just when he bad the gi-andest opportunity, hq 
abandons the attempt. In the whole history of Science, there 
never was a more ludicrous collapse ! So vanish the pretensions 
of Comte to create a Positive Physical Social Science, The 
huge niountaih was in labour, and there was produced not 
even a ridiculous mouse* 

^ Mir. G, /T. AccAmni of Comtek VhMoHtphj^ in Bolin's 10 . 
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Self‘'C07itradiction of Mr, J, S. Mill as to the Method of 
l7ivestA(jation proper to Economies. 

I. — Mr. Mill says that the Inductive is the only proper 
Method to investigate Ecoyromies. 

16, The doctrine, then, that the same spirit of philosophizing 
is common to pliysical and moral science, had now become one 
of the recognised dogmas of Philosophy. We need not qnote 
others, but \vc may deserve that Mr. Mill follows exactly the 
same strain as the preceding writers, lie says — “ The bat*kward 
state of the Moral Sciences can only be remedied by a[»j>1yij)g to 
them the methods of Physical Science duly extended and 
generalized.” * And again — “ In scientilie investigation, as in all 
other works of human skill, the way of aitaining the end is seen, 
at it were instinctively by superior minds, in some comparfitively 
simple case, and is then ])y judicious generalization, adapted to 
the variety of complex cases. We learn to do a thiugjn difficult 
circumstances by attending to the manner in which we have 
spontaneously done the same thing in easy ones. 

‘<This truth is exemplified by the history of the various 
branches of knowledge which have successively, in the ascending 
order of their complication, assumed the character of sciences, 
and will doubtless receive fresh confirmation from those of 
which the scientific constitution is yet to come, and whicli are 
still abandoned to the uncertainties of vague and popular 
discussion. Although several other sciences have emerged from 
this state, at a comparatively recent date, none now remain in it, 
ex(‘ept those wliieh relate lo man hiuiseif, the most (tomplex and 
most difficult subject of study, on wliieh the human mind can 
be engaged. 

Concerning the physical nature of man as an organized 
being— though there is still much uncertainty and much contro- 
versy, which can only terminate by the general acknowledgment 
and employment of stricter rules of Induction tlian are commonly 
recognized, there is, however, a considerable body of truths, 
which all who hiive attejided to the subject, consider to be fully 
established; nor is there now any radical imperfection in the 
method observed in this department of science, by its most 
distinguished modern teachers. But the laws of Mind, and even 
in a greater degree those of Society, are so far from being 
' Logic, n. VI. T able of Omtvnts, 

c'2 
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attained^ a similar state of even partial recognition, that it is still 
a controversy whether they are capable of becoming subjects of 
science in the strict sense of the term; and among those who 
are agreed upon this point, there reigns the most irreconcileable 
diversity on almost every other. Here, therefore, if any where, 
the principles laid down in the preceding Books may bo expected 
to be useful. 

'*If on matters so muoli the most important with which the 
human intellect can occupy itself^ a more general agreement is 
ever to exist among thinkers; if what has been pronounced the 
‘ proper study of mankind,’ is not destined to remain the only 
subject which philosophy cannot succeed in rescuing from 
empiricism — tlie same processes, through which the laws of many 
simple plienomena have by general acknowledgment been placed 
beyond dispute, must be consciously and deliberately applied to 
these moj^p diflicult impiiries. If there are some subjects on 
which the results obtainc?d have finally received the unanimous 
assent of all who have attended to the proof, and others on 
which mankind luive not yet been equally successful ; on which 
the most sagacious minds have occupied themselves from the 
earliest date, and liave never succeeded in establishing any 
considerable body of truths, so as to be beyond denial or doubt ; 
it is by generalizing the methods successfully followed in the 
former inquiries and adapting them to the latter, that may 
hope to remove this blot hi the fiice of Science.” * 

) 1 , In anotlier place Mr. Mill has given a more particular 
exemplification of the analogy between Natural and Moral 
Science— Althougb the scientific arrangements of organic matter 
afford as yet the only complete example of the true principles of 
rational classification, whetlier as to the formation of groups 
or of series, these i>riiiciples are applicable to all cases in which 
mankind are called upon to bring the various parts of any 
extensive subject into mental co-ordination. They are as much 
to the point when objects are to be classed for purposes of art 
or business as for those of science. The proper arrangement, 
for example, of a code of laws, depends on the same scientifio 
conditions as the classifications in Natural History, nor could 
there be a better preparatory discipline for that important 
function than the study of the principles of a natural arrange- 

V ^ Logic, B, 1. 
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ment, not only in tLe abstract but in their actual application to 
the class of phenomena for which they were first elaborated, and 
which are still the best school for learning their use.”^ And 
again — These aberrations in medical theory have their exact 
panillel in politics,” ^ 

18. Here, at last, we might hope that wo had attained a solid 
foundation. The preceding extracts contain as explicit and 
distinct an acknowledgment as it is possible for language to 
do, that in Mr. Mill’s opinion the Science of Society— of which 
Political Economy is one branch— is to be investigated by 
methods exactly analogous to those which have alre.ady been 
adopted, and led to such distinguished success in Physical 
Science, and that the only ]i 02 )e of raising Social Science to the 
rank of a Demonstrative Science is by doing so. And when 
Bacon, Newton, Butler, T.ocke, J. B. S.*iy, Comte, IlcrscheU, 
and Mill are unanimous that Economic Science, as piie of the 
Moral Sciences, is an Indiuitivc Science, wo might hope that 
the cjuestion .as to the method of investigation proper to it 
was finally set .at rest. Wo have seen, indeed, tliat OowrK, one 
of the lo\ulest and most pretentions asserters of the doctrine, 
had made, when put to the proof, the most ignominious Jiasco 
ever made by a man of such pretentions find at the same 
time of such real knowledge. But we might naturally expect 
that Mr. Mill, who at one lime was a discijde of Comte’s, and 
who on this point so clearly maintained the same doctrine, 
would at last exemplify the doctrine in pr.actiee, and give ns 
a treatise on Political Economy, really framed after the nifumer 
of a Physical Science, consciously and deliberately. 

II. — Mr. Mill says the a piuori is the only proper Method 
to mmstlyate Economics. 

10. What, then, is our astonishment to read: — “With the 
considerjxtion of the definition of a science is insepar,ably con- 
nected that of the i>hUosophic method of the science; the nature 
of the process by which its investigations are to be carried on, 
its truths to be arrived at. 

“Now, in whatever scionco there are systematic difterences of 
ppinion— which is as much as to say in all the Moral or Mental 
Sciences, and in Political Economy among the rest; in whatever 
science there exist, among those who have attended to the 
» lAigic, B. fV,f c. 8, § 5. * Lof/tV, B. T., c. 6, § .5. 
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subject, what are commonly called differences of principle, 
distihguisheil from differences of matter of fact, or detail^ — the 
cause will be found to be a difference in their conceptions of the 
phi]oso]>hic method of the soiencos.”* Also: — the definition 
have attempted to frame of the Science of Political Economy, 
we have characterised it as essentially an abstract science, and its 
method as the method apriorL Such is undoubtedly its cbaracter 
as it has been understood and taught by all its most distinguished 
teachers. It reasons, find as we contend it must necessarily 
reason, from assumptions, not from facts. It is built upon 
hypotheses, strictly analogous to those wduch, under tlie name of 
definitions, ai-o the foundations of the other abstract sciences.” 
Again : — “ This ought not to bo denied by the lAditical Econo- 
mist, If he deny it, then, and then only, he places himself lu 
the wrong. The « prion; method which is laid to his charge, 
as if his employment of it proved his whole science to he 
worthless, is, as, we shall presently shew, the only njcthod by 
wliicb any truth can possibly be attained in any department of 
the Social Science!!”* Also: — But we go farther than to 
affirm that the method a priori is a k?gitimatc mode of pbilo- 
sophical investigation in the Moral Sciences — we contend that it 
is the only mode. We affirm that the method a postef^iori^ or 
that of specific e.\j)cri<,mce, Is altogether inefficacious in thesis 
Rcioncos as a means of arriving at any considerable body of 
valuable truth ; thougli it admits of being usefully applied in 
aid of the metliod a priori^ and even forms an indispensable 
supplement to it.” ‘ 

20. Now, we simjjly place these extracts before our readers^ 
and ash — Is it not astonishing that they should ]>roceed from 
the same writer, who enjoys a reputation as a logician V 

“ Can such tilings be, 

Anti overcome us like a summer’s cloud, 

Without our special wonder ? ” 

We shall postpone the consideration of the reasons alleged by 
Mr* Mill for mainlainlng this extraordinary doctrine, so plainly 
contradictory to w hat be himself had set forth in the previous 
extracts, until we have examined his assertion as to a matter 
of fact. He asserts that nil the most distinguished Economists 
have treated it as an « prio'H science. We have already 

1 AWa)/.? ujjon some umeftkd ffuestions of PoUtkal Eeonomy^ p. 141. 

^ ^ iUd. pAM. ♦iW,p. l46. 
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shewn that this assertion is utterly contrary to fact. J. B. 
Say, as we have shewn, expressly declares it to be an eosperi- 
mental science, and says that it is entirely founded on facts, 
and so far from sanctioning the a jmori method of treating 
Political Economy, he expressly condemns those who do so. 
He says: — ‘‘Other considerations not less delicate relate to 
what precedes. Some writers of the eighteenth century, and of 
the dogmatic school of Quesnay, as well the English Econo- 
mists of the school of David Ricardo, without emjdoying alge- 
braical formulte evidently in.apj>licabk5 to Political Economy, 
have wished to introduce into it a hind of reasoning, winch 
as a general rule all sciences reject, Avhicli acknowde<lge no 
foundations but experience, I mean reasoning which rests on 
abstractions. * ^ 4* When we admit as a basis, instead of a 

well-observed fact, a principle which is only founded on disputa- 
tion, we are in diinger of imitating the schoolmen of the Middle 
Ages, wdio disputed about words instead of discussing facts, 
and who proved to be quite beside tlie truth.”^ And he gives 
instances wliere he consi<lers, and in one at least justly, Ricardo 
and McCulloch to have fallen into error by adojding this 
method, and ho dwells on the mischief produced in the Science 
by adopting this metliod. Speaking of Quesnay, he says: — 
“ Instead of first observing the nature of things — namely, the 
way in which things really happen, classifying observations and 
educing general principles from th(*m — they began by laying 
doAvn abstnict Axiom s^ ami 

which^ they taught were absolutely ficdfevWe^ 
trie<i to bruig particuhif i:\cts into accord with theni^-^d 
<T^ucedjrulcs f\pm tJtein This eMMglM’ them in the defence 
of maxims evidently contrary to good sense, and to the expe- 
rience of ages,’”' While fully acknowledging their excellence as 
men, and also the real services they performed to the State, he 
says “ But, on the other hand, the Economists did harm by 
decrying several useful maxims, by making it be thought by 
their 8ect^xtaal:l spirit, by the dogmatic and abstract language of 
most of their writings, by their oi’acular tone, that all those who 
employed themselves in such researelies were only dreamers, 
whose tJieOrieSj however good they might seem in books, were 
ihapplkable in practice,”® lie then points out that Adam Smith 

^ Tii'aite d'iwnonm ^ 
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ptETsued exactly tlie opposite method—namely, the inductive 
method of educing principles from facts: — ‘*When we read 
Smitli as he deserves to be read, we perceive that there was no 
Politicjil Economy before hiin.’^ Again : — Before Smith many 
true laws bad been V>rought forward. He was the first to shew 
why they were true. lie did more : he has given the true 
metliod of pointing out errors: he has applied to Political 
Economy the new method of treating the Sciences, in not j 
searching ont their principles abstractedly, but in going to faetd 
most constantly observed, to the general laws of which they ar^ 
a consequence. As soon as a fact may liave a cause, the spirit 
of system decides that it is the cause. The analytical spirit 
wishes to know M'^hy such a cause produces such an effect, and 
to satisfy itself that it could not have been produced by any 
other cause. Stnith’s work is a collection of demonstrations ^ 
which have raised many propositions to the rank of undoubted| 
principles, and have plunged a greater number in the 
where vague ideas and hypotheses, extravagant rmaginations|^ 
struggle a short time, before l>emg swallowed up for ever.”' 

Thus wo see that Mr. MilPs assertion that aU the most 
distinguished Economists have considered Political Economy as 
an a priori science, and have treated it so, is entirely disproved. 
Whether wo agree on all points with Say is another matter, but 
every one must admit him to be a distinguished Economist, and 
we see plainly that he not only dt>clares, in the most emphatic 
language, that it is an experimental and an inductive science, but 
he condemns l>y. anticipation the very doctrines Mr. Mill has put 
forth in tlie extracts given above, and points out the mischievous 
eiilBCt they had already produced. We entirely concur in and 
adopt these views of Say. So far from all the most distinguished 
Economists Ijaving ado}>ted the a priori method, it is only 
Ricardo and his followers who have done so in this country, and, 
as we shall shew in the subsequent part of this work, with the 
most pernicious consequences. 

21. Having thus shewn that Mr. Mill is completely in error 
in his allegations of fact, and contradictory to himself on the 
method of investigation proper to the subject, we shall now 
examine the reasons he alleges for his lasb-mentionod doctrihe. 
He says — There is a property common to almost all th^ moral 

^ Traite 
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sciences, and by which they are distinguished from many of the 
physical ; that is, that it is seldom in our power to make experi- 
ments in them. In chemistry and natural philosophy, we can 
not only oliserve what happens under all the combinations of cir- 
cumstances which nature brings together, but we may also try 
an indefinite number of new combinations. This wo can seldom 
do in ethical and scarcely ever in political science. We cannot, 
try forms of government, and systems of national policy, on a 
diminutive scale, hi our laboratories; shaping our experiments 
as we think that they may most conduce to the advancement 
of knowledge. We therefore study Nature under circumstances 
of great disadvantage in those sciences, being confined to the 
limited number of experiments which take place fif we may so 
speak) of their own accord, without any preparation or manage- 
ment of ours, in circumstances, moreover, of great complexity, 
and never perfectly known to us, and with the far greater part 
of the processes concealed from our observation. 

“ The consecpKnico of this invariable defect in the materials of 
this induction, is that we can rarely obtain what Bacon has 
quaintly, but not unaptly, termed an experimenttim 
Also — “Since, therefore, it is vain to hope that truth can be 
arrived at, either in Political Economy or in any other depart- 
ment of tire Social Science, while look at the facts in the 
concrete, clothed in all the complexity with which Nature has 
surrounded them, and endeavour to elicit a general law by a 
process of induction from a comparison of details ; there remains 
no other method than the a lytiori one, or that of abstract 
speculation.”* 

22. And that this opinion is no hasty or ill considered one, 
is evident, because Mr. Mill repeats the very same argument iu 
his later work — “We have thus already come within sight of a 
conclusion which the progress of the inquiry will, I think, bring 
before us with the clearest evidence, namely, that in the sciences 
%vhich deal with phenomena, iu which artificial cx})eriment8 are 
impossible (as in the case of astronomy), or in which they have 
a very limited range (as in physiology, mental Philosophy, and 
the Social Science) ; induction from direct experience is practised 
at a disadvantage generally equivalent to impracticability, from 

j^mj$ Ujxm rfowc mmltletl questions in Political Economy^ 146. 

^ ihuh ]t. 118. 
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which it follows that tlie methods in these scieiices, in order to 
accomplish anything worthy of attauiment, must be, to a great 
extent, if not principally, deductive. This is already known to 
be the case with tlie first of the sciences wo have mentioned, 
astronomy; that it is not generally recognised as true of the 
others, is probably one of the reasons why they are still in their 
infancy,”* And w'e must protest against Mr. Mill’s doctrine— 
“ The deductive method, which in the present state of knowledge 
is destined henceforth irrevocably to predominate in the cause of 
scientific investigation. A reA olution is peaceably and progres- 
sively effecting itself in Philosophy, the reverse of that to which 
Bacon has attached his name. That great man changed the 
method of the sciences from deductive to experimental, and it 
k now rapidly reverting from experimental to deductive.” ® Of 
,,ihifl doctrine we shall have something more to say hereafter. 

. 23, Mr. Mill’s reason, therefore, for maintaining in exact 
-opposition to what he had done before, that Political Economy 
is not an Inductive Science, is that it is not possible to jxuTonn an 
unlimited iiarnbev of experiments in it, as may be <lono in some 
/ physical sciences. The slightest vefiection will sliew that this 
argument is quite untenable. It is not possible to perform 
jOJcperiments in Mental Philosophy, yet all tlie most distinguished 
^ cultivators of Psychology in modern times, have unanimously 
declared it to be an Inductive Science. It is not possible to 
, perform experiments in comparative Philology, and yet, Max 
Muller strenuously urges that comparative Philology is a 
physical Inductive Science. And it certainly would be moat 
^monstrous to declare that comparative Philology is an d pri&H 
science. The power of performing experiments at will is by 
net means an essentud feature of an Inductive Science, though, 
^ doubt, it gives enormous advantages in some cases. It is 
rarely possible to perform experirnents in Geology, yet if any 
■ vbne were to maintain that Geology is an abstract d priori 
^'science, few people iiow-a-days would care to listen to suclt 
a person. Mr. Mill’s example of astronomy is scarcely relevant, 
because modern astronomy is undoubtedly founded on induc- 
Mtiion, and is only a branch of mechanics, which is certainly 
an Inductive Science. And there are many other sciences 
f to which the preceding remarks are applicable* It is porfeetly 

ft P- /I-I-j § 3. 2 ///„ 13| § 7. 
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true that in Political Economy it is not generally possible to 
make experiments, except by those at the head of the State. 
We may therefore at once admit that a solitary impiirer has not 
the power of making an unlimited number of arbitrary experi- 
ments, and that he can only watch by direct observation those 
performed by the State, and these will be found to be amply 
siifficient for the purpose. But in Political Economy and the 
Moral Sciences generally — we can have what are in all respects 
equivalent to experiments — namel y FKiGNEja .^^CAgKS. It is 
perfectly well known that when the application of a legal 
princijde is doubtful, it is customary to feujji a casCy for the 
purpose of clearing up doubtful 2 :)oinls, and the same is true of 
the Moral Sciences generally, and gave rise to the great Science 
of Casuistry, or Case>s of Conscience. We can argue from 
feigned casos^ and educe principles from them witli exactly the 
same degree of certainty as if they were real oases; and also 
with the same degree of certainty as ])rinc! 2 >les are tested 
by veal experiments in experimental science. 

24. But there is one point which must be particularly 
attended to, in arguing from feigned cases, drawn from the 
very analogy of experiments. The feigned cases devised for 
the purpose of eliciting principles must be possible. An ex- 
periment from its very nature is a i)ossible combination of 
circumstances. Now in Political Economy, or in any Moral 
Science, no true princijde can be elicited from an impossible case. 
It is not possible to predicate any result at all in such a case. 
Nor is this palpable truth of small importance. Writers who 
have adopted the a priori method have often argued from 
feigned oases, but they liave not always observed this rule. We 
may cite one conspicuous example of the violation of this 
principle. In some attempts that have been made to show that 
an increase of tlie currency can have no eftect in increasing the 
production of wealth, but would only raise the price of existing 
commodities, it is sometimes argued in this way — Sujipose,” it 
is said, “ people were to awake some morning, and find all their 
money doubled in quantity, what would be the eftect? Simply 
that the prices of all commodities would be doubled.” But the 
answer to this mode of arguing is, that ifc is an impossible 
case, and no princiifto can be educed from such a case- It ia 
not ppssiblo that such a thing should happen, and all results 
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attempted to be deduced from such an example must 1>e dis- 
carded as futile. If we w^ould educe principles of any worth 
from a supposed case of the doubling of the quantity of the 
currency, we must strictly suppose it to be doubled in the way 
it would rcaZ/y happen. 

25. There are then two groat divisions of Inductive Science 

and Moral, both absolutely identical in their genius, 
both to be followed and cultivated by the same method. Now 
Physical Inductive Science often receives a name from the 
character of the method by which its general laws, or axioms, 
are proved, that is by observation and JSxperimmt^ and from 
this it is often called Expkrikental PniLOSoj>iiv. Now it 
to be of advantage to have a distinctive name for Moral 
Inductive Science, or that great branch of Inductive Science, 
whose axioms are tested by observation and feigned cases^ or 
human EicpeHenee^ and the name of Exj’kiukntial Puilosophy 
^seems not inappropriate. Hence we have luduxstivc Science/ 

■ divided into two great provinces. Physical and Moral, whicli| 

■ may bo respectively called Experimental and Experiential Phil4 

osophy, ami then we have this principle— What E^^eriment^ 
are to Experimental Science, possible Feigned Cases are to! 
Experiential Science. \ 

26. As soon as w^e admit this, it follows that the whole 
of that great body of Inductive Logic, the foundations of which 
were so widely and grandly, and securely laid by Bacon, and 
to which many additions and extensions liave been made as 
new principles of Inductive Logic were evolved in the gradual 
formation of the various Inductive Sciences, for the purpose 
of framing conceptions, and testing axioms or general j>rincjples, 
by due experiments, is applicable to frame the conceptions and 
axioms of Experiential Science by properly <levised feigned 
cases, if experiments cannot be had. Thus we have only to 
substitute “feigned cases’’ for “experiments” throughout, 
and we obtain an Inductive Logic for Experiential Philosophy. 

21. Political Economy, or Economics, then, being admitted to 
be a Physical Science, we have next to inquire what is the 
nature of a Physical Science, and what are the indispensable 
methods necessary to be observed to build up and erect a 
great Inductiye Science of Economics on solid and durable 
ibundations? 
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CHAPTER II. 


ON THE NATURE OF A PHYSICAL SCIENCE ; AND 
ON THE FORMATION OF GENERAL CON- 
CEPTIONS AND GENERAL AXIOMS. 

1. As it is now generally admitted that Economics is a 
Pliysical Science, and is to be constructed in a manner analogous 
to that in which the various Physical Sciences have been con- 
structed, it will be of advantage to make some general remarks 
on the nature of a Pliysical Science, and to lay down some 
general principles of reasoning which will assist us to decide 
various controversies in Economics whicli we shall have to 
consider. 

2. A Physical Science is the body of laws which govern the 
phenouiena relating to some single idea, or quality, of the most 
general nature appertaining to material substances; and what- 
ever material quantity possesses that quality is an Element in 
that science, no matter wh.at other qualities it possesses. 

Thus, every substance which possesses divers qualities w ill be 
an clement in as many sciences as it has qualities. x\nd single 
qualities may exist in quantities of the most divers natures. 
It thus happens that in every science there are elements of 
divers forms and natures. 

Thus the science of Arithmetic, or Algebra, is the science of 
number or measure ; and, consequently, whatever can be num- 
bered or measured is an Arithmetical, or Algebraical, Quantity. 
Thus quantities of the most divers natures are brought under 
the dominion of Arithmetic or Algebra, simply from their 
capability of being measured. 

Thus time, space, velocity, material substances of all sorts, 
which have no other property in common but the capability of 
being measured, are all Arithmetical or Algebraical Quantities. 

3. So the Science of Mechanics in its most general form 
treats of Forces. And these Forces are of the most divers forms 
and natures) and agree in nothing except that their olfects can 
be measured. 
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The general definition of Force in Mechanics {^—Anything 
which catises^ or tends to causey motion. 

Thus some forces are material and corporeal, such as men, 
animals, &c. Others ai‘c incoi-poreal, invisible, and intangible, 
like gravity, electricity, magnetism, &o. Other forces are 
explosive, like gunpowder, &c. There is also the force of tlio 
wind, steam, and others. 

Kow, all these forces of the most divers natures are all 
Mechanical Quantities, because they all satisfy the mechanical 
definition of Force. 

' 4. So Chemistry is the science of the combijiation of mole- 
cules, and there are bodies of divers forms, solid, licjuid, and 
aeriform. 

5. So in Optics and Heat, we have to consider how all sorts 
of bodies or substances, solid, liquid, or aeriform, affect Light, 
tedr are affected by Heat. 

. 6. Now, as these are all experimental sciences, or sciences of 

.-■causes and effects, the fundamental condition of any body of 
^phenomena being capable of being erected into a science is that 
some mctliod must be discov(jred of mcaswring tlie effects. 
'Thus Heat could nev'er have been erected into a science without 
the invention of the thermometer. 

The wiiole certainty of the belief in Physical Science rests 
: upon this, that the Creator has impressed or endowed material 
sqbstauccs witli certain fixed, uniform, and unchangeable quali- 
, tics, and that similar causes will always produce similar effects 
or phenomena, and when once the laws which goveni the 
phenomena are ascertained by observation and exiieriment, and 
-truly expressed in accurate language, we are alw^ays able to 
^'prrjdict the consequences or effects that will follow from definite 

?! * Now if there be, as is asserted, a Moral I^hilosophy com- 
posed of a number of distinct Moral Sciences, as Physical 
Philosophy is composed of distinct Physical Sciences, what can 
it mean? And how is a Moral Science to be created on the 
analogy of a Physical Science ? * 

pan only m(?an this— -Tliat man, like physical substances, is 
f endowed with divers tnoral qualities, properties, or passional 
'"■Sucli as Hope, Pearj Anger, Shame, Pesire, Resentment, 4fcc* 
;vCe:Ct^iri causes acting upon these different passions, or cpialities, 
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produce effects in men. Now, if these passions or qualities were 
as iiiiifonn and invailable in men as the properties or qualities 
are iii physical substances, and if the satne causes produced the 
same effects uniformly and invariably on each of these qualities 
in men, and if any means could be discovered of measuring 
these effects — if, in short, we could invent a Tiiumomktkr, as 
well as a Thermometer — then each of these qualities or passions 
might be made the subject of a distinct Moral Science, as cer- 
tain as a Physical •Science, and we sliould have a body of Moral 
Philosophy as certain as, and analogous to, Physical Philosophy. 

8. Men, however, it is well known, are not emlowed Avith 
these moral qualities in the same uniform and invariable 
manner that physical substances are. A person deeply con- 
versant with liumaii nature may, no doubt, prognosticate the 
effects that will be produced on masses of men by certain 
causes, and on this knoAvIedge of human nature is foiiiided the 
power of the Statesman, tlie Orator, and the Poet. But it is 
not certain that each separate man will be amenable to these 
mfiueuces. It is a couiinon observation that it is much easier to 
know human nature in general than any man in particular. 
It is also well known that these effects produced in men are not 
capable of any numerical measurement. Though, therefore, it 
is undoubtedly true that the general principles of reasoning are'' 
the same in jMoral as in Physical Science, yet, from tlie want of 
uniformity in the j)ropertics or passions, and the impossibility 
of devising a means of measuring their effects, they are not 


capable of being carried to the same state of perfoclion as the ^ 
Physical Sciences, ‘ S 

9. NcvertJieless, if there be any iloraf Science founded on 


any quality of men which prevails, and has prevailed, among 
men of all ages, countries, and varieties, with the same uni- 


formity and invariability as the qualities of physical substances 


do — ^aiid more especially if its effects can be measured nume- 


rically^ — such a Moral Science may be erected into a science 
closely approximating to tlic precision and tlie certainty of a ' 
Physical Science : and a Moral Inductive Science may be created 
by observing the phenomena relating to that quality, and 
iblibAving the same course of generalizing the Laws Ayhich 
govern these phenomena, in all respects analogous to a great 
Physical Indiictive Science. 
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Now, Politlcjil Economy, or Economics, is declared to be 
3 ^ 1 ^ Moral Science and an Inductive Science, and it is contended 
that it is to be constituted and erected into a science in the 
, same manner as a Physical Science. What can this mean? 
and how is this to be done ? 

; ^rlt is perfectly well agreed now by all Economists that 
-Economics is the science which treats of things so far as they 
Wealth. It is the science which treats of the Laws which 
govern the phenomena of wealth. 

witliout inquiring yet what wealth is, and what that 
^■quality of things is which constitutes them “ Wealtli,” Ave 
may lay do^vn tlieso j)reliminary considerations Avhich must 
govern the course of the inquiry, and the method of constnictiug 
the science. The quality wliicli constitutes tilings “Wealth,” 
miust be some Singl.e quality of the most general nature ; and 
the Science of Wealth must be the science of the plienomeua 
resulting from that quality. 

^^11. Following the analogy of Physical Science, we may lay 
' fids down, that whatever quality that may he defined to bo 
’’ which constitutes a thing Wealth— without at present in tlio 
slightest degree anticipating what it may be — we may say that 
in whatever that quality may be found to exist — it must be 
technically Wealth, whatever its nature be, and whatever 
other qualities it may possess. Arguing from the strictest 
analogy of Physical Science, we may say that whatever satisfies 
the Economic definition of Wealth, is an Economic Quantity, 
or Wealth— wliatever otlier qualities it may possess. And 
Economics treats exclusively of the phenomena relating to that 
quality, and takes no notice whatever of any other qualities the 
quantity may possess, or of the phenomena relating to them. 
Just as we may consider man purely as a mechanical force, and 
without reference to any other qualities ho may possess, moral 
or physical. 

12. So much for the general conception of the science. 
We have to search for, and ascertain what that quality is which 
constitutes things Wealth, and then we have to search for and 
discover all the different species of quantities which satisfy 
that definition. 

Thus, with respect to glass, diamonds, oils, and otlier tilings, 
we know the qualities which bring them under the dominion of 
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Chemistry, Optics, Heat, Electricity, &c., but what is that 
quality which brings them under Economics, or makes them 
Economic Quantities ? 

Now, arguing from the general analogy of Physical Science, 
and without in the least anticipating any controversies we may 
herefiftev find to prevail on the subject, we may say that we 
may naturally expect that there will lx? found to be quantities of 
several divers and distinct natures which will satisfy the Econo- 
mical definition of Wealth, and consequently be Economic 
Quantities. And it is clear that we must take care to search for 
and ascertain all these different species of quantities, because if 
we omit any, those conceptions and principles wdiich may be 
founded on contemplating only certain species will probably 
be found to be partial and erroneous, and not true as general 
conceptions and general law's, and they will vitiate the results 
obtained. It is infinitely better to commence at first by 
ascertaining that we have included all species in our Conceptions 
and Axioms, than afterwards to have to pull down, widen, 
enlarge, and re-constriict our system from careless omissions in 
the first instance. 

Thus we see clearly the nature of a science. Our future 
object will be to discover to what body of phenomena the na?ne 
of Political Economy, or Economics, is applicable. 

On the Formation of General Coneeptioyis and General 
AxiomSy or General Principles, 

13. The nature of a science being thus determined, the next 
point is to construct it, or to discover the laNVs which govern 
its phenomena, or in other wwds to be able to explain the 
phenomena. 

Every science consists of two parts — 1st, General Conceptions 
or Definitions, or a due classification of the quantities it treats 
about, and 2ndly, the Ljiws which govern their relations, 
called by Bacon, Newton, and many others, Axioms or General 
Principles. 

14. By that mysterious correlation which holds between 
reasoning and reality, it is invariably found that if conceptions 
of things are fi'amed which are true to nature, and results are 
calculated according to reasoning which is also true to nature, 

D 
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they will be found to correspond to reality. That is, if true 
Conceptions are framed, and truly reasoned about, results may 
be jirecUcfed, But if re.sults are calculated, and it is found 
that they do not correspond to nfiture, but are palpably and 
notoriously erroneous, tlieii we are iniinediatoly certain that 
either the conception or the reasoning must be erroneous. 

15, Bacon says that there is a great and almost radical 
distinction between minds in regard to Philosophy and Science ; 
that some are more apt to perceive the difterenc(i of things, and 
others the resemblances. Tliis distinction, though often in.sisted 
upon as fundamental, will perhaps, appear to l>e less radical if 
we consider that to do each jicourately, de)>ends upon the same 
geiuu-al power of the mind, namely, that of separating complex 
terms into their elementary ideas, and discerning which are tlie 
subordinate oik^s. WHien the leading (pialitics in quantities are 
identical, they must be classed together, even although some of the 
suV)ordinate ones are opposite. On the oilier haiul, when the 
leading pro})crties are op|>o.sed, there is a fVindaniontal distinction 
between the quantities, even though some of the sul»oi-dinate 
ones are similar. Thus tlio same general analytical power of the 
mind enables us to annihilate spurious identities, and also to 
detect latent Himilarities. Now, all true classification, which is 
as niueli as to say all true science, is based upon perceiving 
fundamental analogies beneath sujieriicial diflerences, and 
fundamental distinctions beneath superficial resemblances, 

16. Now, tlie formation of .Defuiilions, or (-V)uceptions, is 
not arl)ilrarY, or dc]>endent on the will of the Avriter. Their 
formation as well as that of Axioms, or General Laws, is strictly 
sulyoct to certain general Philosophic Laws. 

We may state two canons of fundamental importance: — 

L The l^andamcntol Conceptioris and Axioms of every jSoie 7 ive 
7nust he perfeethj yenemL 

II. No General Conception and no General Axioms must, 
contain any ter7n^ invoMn(/ more than one Pandmmntal Idea. 

The truth of this Latter canon is manifest, because if any term 
involro more tlian oyie fundamental idea, it limits the Conception 
ov Axiom, which is contrary to the first canon. 

Gon.sequently, if we wisli to bring Economics to the state of 
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an exact science, we must carefully examine all its fundamental 
Conceptions and Axioms, and reduce thcjm to the state of goiie- 
rality and simplicity, required by the above canons. Hence, if 
we meet with Concjeptions and Axioms which violate them by 
containing several ideas, we must apply the general principles 
of Inductiv^e Logic to discover wliich is the true general idea, 
and eliminate all other accidental, particular, or intrusive ideas. 

0)1 the Formation of General Conceptions, 

17. Socrates, says Aristotle, was the first to frame general 
definitions, because ho saw that all systematic reasoning must 
be based upon definitions; and every phiIosoi>Iier of note, from 
that day to this, has repeated the same thing. The chief charge 
alleged by Bacon against the Logic of the schools was, that it 
was wholly incapable of penetrating the recesses of nature. 
‘‘ The Syllogism consists of propositions, ])ropositions of words, 
but words are the tokens and signs of Cone, opt ions. So that, if 
the very conceptions of the mind (which are, as it were, the 
soul of words and the foundation of this superstriKiture and 
edifice) are badly and iTiconsiderately formed from the facts, 
vague, nor suiliciently definite and limited, faulty in short in 
every way, it ruins every thing,” ^ Over and over again lie 
repeats that the formation of Concejitions, or Definitions, and 
Axioms, or General Laws, by true imhiction is the ojily way of 
expelling fallacies. So, in affirming that the Conceptions and 
AxioiUvS of bis own day w- ere utt(?rly w^orthless, he says : — “ The 
discoveries already made in the sciences are of such a sort as 
scarcely to be below the surface of the vulgar notions; but, in 
order to penetrate to the deep recesses of nature, both Concep- 
tions and Axioms must be derived from facts, by a more certain 
and guarded method.’”'* Again : — “Tlie formation of Conceptions 
and Axioms, by a true imluction, is assuredly the true remedy to 
drive away and expel fallacies. And of these fallacies, the 
fiillaciea of language fori), w^hich men gain from one 

another by common discourse, are the most troublesome of all. 
For the ill and unfit choice of w^ords Avonderftilly obstructs the 
understanding. For words plainly exert a powder over the 
understanding, and throw everything into confusion, and lead 
' IHstrihrxtio Operi$. * Nov. Org., B. 18. 

T> 2 
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men away into numberless empty controversies and phantasies ; 
for men believe that their understanding controls their language, 
but it is also true that language re«acts and turns back its power 
over the understanding, which is the very thing which has ren- 
dered philosophy and the sciences sophistical and inactive. 
But WH)rds are commonly framed by the capacity of the vulgar, 
and divide things according to the lines which are most obvious 
to the minds of the vulgar. And whenever a clearer intellect 
and a more careful observation wishes to shift these lines to a 
truer agreement with nature, words cry out against it. Thus it 
happens that great and important discussions of learned men 
often turn into controversies about words and names, with 
which, according to tlie wise custom of mathematicians, it 
w^ould be more prudent to begin, and so bring them into order 
by Definitions.” ^ 

Again — ‘‘ The formation of ideas or true Conceptions and 
Axioms by true induction is, no doubt, the pro]>er remedy to be 
applied for the keeping off and clearing away fallacies. To 
point them out is of great use; for the doctrine of fallacies 
is to the interpretation of nature what the doctrine of the 
refutation of sophisms is to common Logic.” ^ Also — “The 
fallacies which words impose upon the understanding are of 
two sorts. They are either names of things which do exist, but 
are confused and ill defined, and hastily and irregularly formed 
from the facts. And this class which is formed by a bad and 
unskilful abstraction is intricate and deeply rooted.”* — “And the 
assistance of this induction is to be used, not only in discovering 
general laws, but also in the formation of conceptions. And 
assuredly in this induction the chief hope lies.”* 

Bacon then places the foundation of all science in the 
extirpation of fallacies (Idols) and the obtaining true general 
conceptions (Ideas) from nature and reality itself by genuine 
mduction, which are not to be fanciful fictions of the mind. He 
maintains that conce))tions are to be obtained in the same manner 
as Axioms or General Laws. But he has not given any examples 
of his method, nor indeed was it possible that he should do so. 
No Logic can shew how it can be done. It is the part of 
lmaj;mation^.ftrJbamtion. to devise and suggest fundamental 

' Kct\ Org,t B. I., Aph. 89. * AtWJ. Org„ B. ApL 40. 

Nw. Or/J., B. 60. ♦ iVbw. Qrg,, B. Aph, 105. 
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conceptions, and of Logic to determine whether tliey be true or 
not. The Baconian method of induction has been far more 
generally applied to General Laws than to Conceptions. From 
whence some have drawn the conclusion that his method is 
practically useless. We hope that we shall be able to shew that 
this is not so, but that the Baconian, or Inductive, Logic may be 
applied with decisive effect in determining the controversies 
which prevail up to the present hour as to every single General 
Conception in Economics. 

And most men eminent as clear thinkers since the days of 
Bacon have dwelt upon the importance of true conceptions. 
Thus Hobbes says — ‘^In the right definition of names lies the 
first use of s]>eecli, which is the acquisition of science. And in 
wrong or no definitions, lies the first abuse from which proceed 
all folse and senseUiSS tenets.” And again — Every man who 
aspires to true knowledge should examine the definitions of 
former authors, and either correct them, or make tViem anew.” * 

One of the most valuable parts of Locke’s Essay, is that in 
which he dwells upon and enforces the necessity of accurate 
general terms, and the importance of refining and polishing 
common langiuigc for philosophical purposes. And he especially 
notes the mischievous consequences that follow from the incon- 
stant use of them — ‘^It is hard to find a discourse Avritten upon 
any subject, especially of controversy, wlierein one shall not 
observe, if he read Avith attention the words (and those commonly 
the most material in the discourse and upon which the argument 
turns) used sometimes in one collection of simple ideas, and 
sometimes for another, Avhich is a perfect abuse of language. 
Words being intended for signs of my ideas to make them 
known to others, not by any natural signification, but by a 
voluntary imposition, it is plain cheat and abuse, when I make 
them stand sometimes for one thing and sometimes for another ; 
the wilful doing Avhereof, can be imputed to great folly, or 
greater dishonesty.”® Again— Knowledge and reasoning re- 
quire precise determinate ideas. The multiplication and 
obstinacy of disputes, which have so laid waste the intellectual 
world, is owing to nothing more than to this ill use of words. 
For though it is generally believed that there is great diversity 
of opinions, in the volumes and variety ol controversies the 
' Leviathan^ pt. c. 4. * K c. 10, ^ S. 
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world is distracted Avitli, yet tlie most I can find that the 
contending learned men of difterent parties do, in their argiiings 
one with another, is, that they speak diflhreiil languages.”^ 
Locke then says tliat by proper attention being paid to language, 
Moral Science may be reduced to demonstration. — “Upon this 
ground it is, that I am bold to think tliat Morality is capable of 
demonstration, as well as mathematics; since the precise real 
essence of tlie things moral words stand for may bo pci*fectly 
known. * * * And, therefore, the negligence and 

perverseness of niankind cannot be excused, if their discourses 
in morality be not much more clear than those in Natural 
Philosophy'. * * # least that can be 

expected, that in all discourses, wherein one man pretends to 
instruct or convince another, he should use the same word 
coMStanily in the same sense; if this were done, whicli nobody 
can refuse without great disingenuity, many of the books 
extant might bo spared: many of the controversit\S in dispute 
would be at an end, .several of these great volumes, swollen with 
ambiguous words now used in one sense, and by and by e in 
another, would shrink into a very narrow compass.” “ How true 
all this is of Economics, any one who ha.s j*ead the suliject can 
tell ! 

So also Mr. Mill perfectly acknowledges in a general way the 
importance of true conceptions. “How to define a name may 
not only he an inquiry' of considerable difficulty and intricacy, 
but may involve considerations going dee]) into the nature 
of the things Avlilcli are denoted by^ tlie name.”” Again — “Few 
people have reflected how great a knowleclge of thijigs is 
required to enable a nian to affirm tljat any given argument 
turns wholly upon words. There is, perhaps, not one of the 
leading tenns of pliilosophy which is nut u.sed in almost 
innumerable Hhades of meaning to express ideas more or less 
widely different from one anotlier. iJetween two of these ideas 
a sagacioiLS and penetrating mind will di.scorn, as it w'ero 
intuitively’^, an unobvious link of connection, upon which, though 
perhaps unable to give a logicfd account of it, he will found 
a perfectly valid argument, wliich his critic not having so keen 
an insight into the things, will mistake for a fallacy turning on 

' Essay, 111., c. 10, § 22. » Essay, B, ///., c. 2, $ 16, 17, 26. 

3 Dtgic, B. c. S, § 7, 
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the double meaning of a term. And the greater the genius 
of him who safely leaps over the chasm, the greater, will 
Iirobably be the crowing and vain glory of the mere logician 
Avho, hobbling after him, evinces Iiis own superior wisdom by 
pausing on its brink, and giving up as (]es]>erate his proper 
business of bridging it over.’'^ And e(nichuling the chapter, 
he says — ‘‘And since upon the result of this iiKpiiry respecting 
the causes of tlie pro]>erties of a class of things, there incidentally 
depends the quoKStion wdiat shall be the meaiung of a word, 
some of the most profound and most valuable invt^stigations 
wdiich philosophy presents to us ha\'e been introduced by, and 
have otlered themselves under the guise of inquiries into the 
definition of a name.”- 

After so distinctly recognizing the importance of true 
definitions, it might naturally he ex]>ected tluit Mr. IVKll should 
bestow oxtraonliiiary care on tlie usccrtMinmeiU and settlement 
of the Fundamental Conceptions of Keonomres, the obscurity 
and contiision of wViich, every one knows, have given rise to the 
grcjater part of the controversies in the subject. But just 
ns iu tlie former case, where Mr. Mill, after having amply 
acknowledged that jMoral Science is to be cultivated iu tlie spirit 
and method of Physical Science, when he comes to Economics 
in particular, turns his back upon himself, and maintains tluit it 
is an a 2 ^rio?H sirience; so here, after amply acknowledging 
tiio importance of true Philosophical Conceptions, when he 
comes to Economics lie says — ‘‘ It is no part of the design of 
this treatise to aim at metaphysical nicety of definition wdiere 
the ideas suggested by a term are already as determinate as 
practic/il put*})Oses require.” But what defiiulion in Economics 
is as deteriniiiate as practical purposes require ? Not a single 
one ! And in a subseiiuent chapter we shall see how contra- 
dictory are many of Mr. Mill’s definitions. 

On the .Formation of General jhnoms. 

18. Having obtained General Conceptions or Definitions of 
Quantities treated about, our next purpose is to discover the 
General Law whicli governs their relations to each other, and 
in searching for this, we must observe that, there can be but 
i B. /„ c. 8. § 7. 2 Logic, B, c. 8, § 7, » Pd, ’ Keen,, 2, 
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ONB General Theory at the basis of all phenomena. In par- 
ticular classes of cases, there may undoubtedly be other 
circumstances wliich may aggravate, neutralize, or overpower, 
and seemingly reverse the General i^^eol*y ; but for all that, it 
is there, and acts universally. In several different sciences 
no doubt different General Theories liave prevailed, such as 
in Astronomy, Optics, Heat, Electricity, &c. ; but no Physical 
Philosopher ever dreamt of explaining every different class 
of phenomena by a distinct theory. No one ever thought of 
waiting a book on Astronomy, in which one chapter was 
written on the Ptolemaic Theory, another chapter on tlie 
Copernican Theory, and another chapter on Tycho Brahe’s 
Theory, No one over thought of writing a l>ook on Optics, 
one part of which was ba>sed upon the Emission Theory, 
and another on the Wave Theory of Inght, and so on. of 
the other sciences?. It has always been clearly understood 
that there could be but onk General Theory which governed 
all phenomena, though liable to be moditied by disturbing 
causes in particular cases. And the business of the Physical 
Philosopher has always been to discover wdiich is the true 
General Theory; and the grand business of the Baconian, 
or Inductive, Bogie, l)as been to discover and lay down tho 
principles wdiich are to deci<!e wdiich is the true Theory. In 
politics, no doubt, we require the 8f)irit of compromise, and 
many contradictions are tolerated for the sake of general peace. 
But ill science, toleration and compromise are impOvSsihle. It is 
alw^ays a mortal combat between rival theories. All but one 
must perish; and it is the business of IiKluctive I^ogic to 
pronounce tiie doom of Life or Death. 

Now without even yet determining what Economics is, 
w^e may lay tliis down, that if it bo a Physical Science, as is 
so often asserted, there can be but one General Theory of 
the relations between Economic Quantities. To break up 
Economic phenomena into distitict classes of cases, and to 
maintain that there is a distinct fundamental Theory, or Axiom, 
or Law, governing each class of cases, would be utterly ab* 
horrent to the fundamental principles of Natural Philosophy. 

Bacon gives abundant precepts for the determination of the 
truth of riv,*xl theories, and lie enforces the necessity of carefully 
devised expeiimeats (atid iu the Moral Sciences possible feigned 
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cases), and the attention necessary to contrive a variety of them, 
and to extend the inquiry generally. ‘‘ For no one snccessfally 
investigates the nature of a thing in tlie thing itself.’’ And he 
advises us to imitate tlie Divine Wisdom, which in the 6rst day 
created light only. So we must endeavour to gather from all 
sorts of experience, and to discover true causes and general 
principles, and to devise ‘‘ experimenta lueifera^'* for this 
purpose, or instances contrived with the express view of testmg 
general principles before we go to practice. For he says that 
all true knowledge consists in knowing true causes, and that 
w'hich in Theory is the cause, in Practice is the rule. ^'For 
tliongh we are chiefly in pursuit of the praclical and active part 
of science, wc must wait for the time of the harvest, and not 
reap the moss or the green corn. For we well know that 
general principles once rightly discovered, will carry whole 
troops of works with them, and wdll produce effects not in 
single instances, but in multitudes.” ^ 

Some writers of eminence, indeed, seem to think that Bacon 
has neglected too much, or even omitted, the deductive part of 
science, or the explanation of phenomena by general principles. 
But wx* cannot agree to this. He has clearly and repeatedly 
as.serted that his Philosophy consists, Jirsty of the eliciting j 
general conce|JtionH and general axioms from particular cases ' 
— tlie Inductive part — the ascending to abstract principles from 
concrete cases ; ami, sccondlg^ the descending part, or the 
application of general [>rinoii)les, so obtained by Induction, to the . 
explanation of phenomena. ‘‘Axioms duly juid orderly formed 
from particulars, easily divseover the w^ay to new particulars, and 
thus render sciences active.”* — “The true method of experience, 
on the contrary, first lights the candle, and then by means of the 
candle shews the way ; corainencing as it does with experience 
duly ordeix^d and digested, not bungling or erratic, and from it 
educing Axioms, and from established Axioms again new experi- 
ments.”^- -“From the new light of Axioms, which, having been 
educed from these particulars by a certain method and rule, 
shall in their turn point out the w^ay again to new particulars, 
greater things may be looked for. For our road does not lie on 
a level, but ascen<fo and descends; first ascending to Axioms, 

' Pistribudo Opent. * Kov. O/j?., 7., Ap, 21, 
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tben descending to works.’^' — “And the truUi is that the 
knowledge of siinpie natures well examined and defined is 
light; it gives entrance to ail the secrets of nature’s w^orkshop, 
and virtually includes and draws after it whole bands and troops 
of works, find opens to us the source of the Tioblest axioms.” 

It dearly apjiears, Therefore, that DedHCtioa was not only an 
essential part of the Baconian IMiilosophy, but its very aim aiui 
object, because it was the prai^idjl j)art of it. The very aim of 
Bacon was, by discovering true science or tlie knowledge of 
causes, to be able to govern the world of realit} , or etfiads. To 
say, therefore, that Bacon oiniued the Deductive ])art is mani- 
festly as great an error as tliat of J. B. Say, who dei'lared tliat 
Bacon was (jiiite ignorant that the metliod of Ids Dliiloso]»1iy 
was applicable to anything but Physical ^Science. Mr. Mill is, 
therefore, also in error when he says that a revolution in scienco 
is jieaceably taking jvlace, and tliat we are rmerling from the 
Inductive to the Deductive imUhod. Even if it were true, it is 
not a revolt from, Imt the exjiress fulfilment of, the Baconian 
Philosophy. Ami we think the example Mr. ]Mill has selected 
peculiarly unfortunate, becjauso the practical triumi>h:s of the 
astronomer are entirely due to the Theoretical, or Inductive, 
discovery of the fundamental Laws of Mechanics. Astronomy 
is nothing whatever hut a practical exainjilo of tJie general laws 
of Mechanics, ami is the most sulirnne proof of tlie truth of the 
Baconian Pliilosojdiy. 

19. One of tlic* great fiimlainental Laws of Inductive Logic per- 
vading eveiy part of the Xomim Orf/anunij and expressing its 
very s])iiit, is called the Imio of ContinvAt^jy and is thus 
described by WJiewell. Aon. <>/v/. p. 221 ; — 

“ A qnavUty cemnot pcfss from one mnontU to another hy any 
chanyc of conditions., vnthout passlny Ihroriyh all the inter- 
mediate magnUades^ according to the intermediate conditions^ 

This Law may often be emjdoyed to correct inacciirate de- 
ductions, and to reject distinctions wddcli liave no rejd foundation 
in nature. For example : The Aristotclian.s made a distinction 
between motion m^cording to nature (as that of a body falling 
vertically downwards) and motion contrary to nature (as that of 
a body moving along a, horizontal plane) ; the former they held 
became naturally quicker and quicker, the latter naturally slower 

' 2itov. Onj., 11 105. » jtVbr. Orgr.» B, A, Ap., 121, 
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and slower. Rut to this it might be replied that a horizontal 
lino may pass by gradual motion through various inclined posi- 
tions to a vertical position, and thus the retanled motion may 
pass into the lutcelerated; and hcnco there must be some inclined 
piano on which motion is naturally uniform, wliich is false, and 
therefore the distinction of such kinds of motion is unfounded,” 
That is to say, tliere is no point whatever at wlfich one kind of 
motion passes into another. Again: — “The evidence of the 
Law of Contbiiuty resides in the universality of those Ideas, 
whicli enter into our a)>prelien.sion of Laws of Nature. AVheii 
of t^vo quantities one depends u])on the other, the Law of Con- 
tinuity necessaj'ily governs the dependence. Every pliilosopher 
hits the power of a[>plying this Law in ]>roporliori as lie has 
the fiioulty of apjireheuding the Lleas wliicli he employs in his 
Induction, with the same clearness and steadiness which belong 
to the fuiidaniental Ideas of (iuantity, Sjiaee, and Numl)er. To 
those wlio possess this faculty, the Law is a rule of very wide 
and decisive ap[>licatioii. Its use, as has appeared in the above 
example, is seen ratlier in the dis|>ri)of of eri'oneous views, and 
in the correction of false propositions, than in tlie invention of 
new truths. It is a test of truth rather than an instrument of 
discovery — which, we may observe, is the true function of all 
Logic, both Aristotelian an<l Baconian — formal aiul inductive. 

The Law of Continuity is one of the most powerful weapons 
of Inductive Logic, and is of very w ide application in Phy.sical 
research. It has been employed with immense etlect in settling 
the fundamental coiKayptions of Mechanics, Electricity, Geology, 
and indeed of every other science. Its cajiabilily of being 
applied to .settle the fundamental Concejitioas and Axioms of 
Economics has never yet, that we are aware of, even been 
suspected! And yet we shall sliew^ that it is capable of 
absolutely deciding and detenhiuing once and for ever, the 
greater portion of the controversies in Economics. 

The great jihilosophers wdio foundod the Physical Sciences 
instinctively obeyed the Laws of tlic Baconian, or Inductive, 
Logie, wdiich are imdoiibtedly true in the main. In fact this 
Logic, must have been neces.sarily evolved in the process of 
the formation of those sciences. Because in all controversies 
it is necessarily assumed that there is some supreme power 
' .Vm*. Orjr,, p. *223. 
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which is admitted to be capable of deciding authoritatively on 
all scientific discussions, which must be yielded to by both 
parlies, or else there is no ])rospect or possibility of bringing the 
discussions to a final end. And that supreme power is the 
Reason, the Divine AOrOS, or Logic — the common property 
of God and Man. * 


“ Know that in the soul 
Are nmiiy lesser faculties that serve 
Reason as chief; among these Faiicy next 
licr office holds; of all exionial things, 

Wliieh the five watchful senses represent, 

She forms imaginations, aery shapes, 

Which Reason, joining or disjoining, frames 
All what wo affirm or what deny, and cfdl 
Our knowledge or opinion; then retires 
Into her private cell, when Nature rests. 

Oft in her absence mimic Fancy wakes 
To imilale hei^; but, misjoining shapes, 

AVild w<:>rk produces ofi — 

111 matching words and deeds,” 

The wonderful sagacity of Bacon was that he anticipated this 
natural process, and first created that science of sciences, wliich 
rules every particular science with supreme power. All con- 
troversies in Economics both as to Conceptions mid Axioms 
must be brought to the tribunal of this su]>rerne i>ower, and 
must be deci<led by exactly the same general princij)Ies of 
Inductive Logic, as liave already decided finally the contro- 
versies in Physical Science. 

20. We shall endeavour in the next three chapters to shew the 
application of tl»e principles we have been considering. In the 
first place we shall give a liarrative of the diflerences of opinion, 
or a History of the Ideas that have prevailed as to the 
nature and limits of the science of Economics itself, and 
employ the principles of Inductive Logic to determine which 
is the true one. We shall frame a Definition, or precise 
Conception of the Science, clearly expressing the body of 
phenomena, whose law^s it i.s our business to discover. 

The next chapter investigates the Fundamental Conceptions 
of the Science, and brings together various (^ontroyersies 
and discufesious which have been held on each of them, and 

’ Viteto Dt | 5. 



§ 10-200 


MORAL INDUCTIVE SCIENCE. 


45 


shews the application of Inductive Logic to determine which 
are the ti'ue General Conceptions. 

Hie chapter after that investigates the General Theory of the 
Science, or the General Law which governs the relations of 
Economic Quantities. It also states and discusses the different 
theories that are current, and shews the application of Inductive 
Logic to determine which is the true General Theory. 

This completes the Inductive, or Theoretical, portion of the 
Science, in which true Conceptions and xixioms are obtained by 
genuine Induction from nature itself. 

We then come to the Deductive, or Practical, portion of 
the Science, which exhibits the application of these principles 
to explain the phenomena of Econornics ; thus giving an ex- 
anijile of the complete formation of a great Moral Science*, 
both Inductive and Deductive, after the strictest model of a 
Physical Science, on rigorous Baconian principles. 



CHAPTER III. 


ON THE HISTORY OF IDEAS AS TO THE NATURE 
AND LIMITS OF THE SCIENCE OF POLITICAL 
ECONOMY, OR ECONOMICS. 

Section L IIistoky or Economical Ideas onth. the rise 
or THE Economists in France. 

Section II. The First School of Morucjiv Economists in 
France, cacleu the Physiocratks. 

Section III. The Second Scuooi. of Economists. 

Section IV. The Third School of Economists. 

1. The first thing- to be clone in llio study of miy science 
is to endeavour to form a proper conei^|)tion t>f its nature and 
limits: then to examine it in its whole extent up to those 
limits, and to refrain rigidly frojii all diseussious and inquiries 
winch transgress them. In many Hcionces this is no easy task, 
but in none is it so diilicnlt as in Pofitlcal Economy, or 
Economics. In no otlior science have eminent writers taken so 
difterent and various views of its natiiie and e.vtent: have 
differed so much as to what should be iiiclu<le<l in it ; or have 
so varied in their treatment of it. TJiere is nothing in the 
name of the science which would appear to mark out its |>recise 
limits. Seeing then tlie wide division of opinion on tim subject, 
the best way will l>e to give a HuccincJt History of the Ideas 
which have j^rovailcd -as to its nature and extent, and to point 
out the philosojdiic reasons which slimv life superiority of 
one system. 

Aristotle the founder of the Science of Political Hconomy^ 
or JSconomicH, 

2. Aristotle may l>e considered as the founder of the science 
of Economics. He treats of Man in his relation to himself, or 
Ethics *, in his relation to other men, botli in his private and his 
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public capacity, or PoLri'tos; and in his relation to property, 
or Economics. And he considered Economics as the method 
by which a revenue is acquired. In the second book of the 
Economics^ which, tliough it is siipj»osod by the best critics not 
to be by him, is yet of his school, four species of Economy are 
described, the Regal, the Satrapical, the Political, and the 
Domestic. Tlie first two relate to the manner in wliich a 
Monarchical and a Satrapical Government raise a revenue. The 
third how a Free i^tate {ttoXlc) raises a revenue ; and tlie fourth 
and last, how a private person earns an income. Thus we see 
that the oxpressiou I^olitical Economy in this treatise, tlie.^ 
first in wliicli it 0 (‘curs, denotes the method in M’lii<;h a Free 
State raises a revenue*. '' / ; t 

3. In lii.s Ethks and Polities several of the true g(3neral 
Gonceptions of Economics are given, such as WeaUh^ Currency ^ 
Y<jhtey to W'hicli men have at haiglh coim? back, after having 
strayed away from them for many centuries. vVnd it would 
have been well for inankiml had they never abandoned them, as 
their liaving done so has been the cause of incredible calamities. 

W'e may observe? here that Aristotle defines Wealth to bc|, 
anything whose value can be measured in money; Vai.i;e to bel 
the relation wliicli anything bears to something else; and Monev| 
to bo a pledge for future payment, Mhicli are the true fundal 
menial conccplioiis of tlie scieiua*. 

4. Xenophon has left us a Dialogue, in which he makes 

Socrates discourse on Economy, wliicli lie says is a distinct 
science like inediciiie, and architecture, in Avhich he points out 
that Ok-or, did not mean a house which was but all that 

a man possessed, all his substance, or estate. And this was 
the meaning of the word in Attic Law, as wq have shown in a 
8 ubsoquent section. 

.5. Among tlie few remaining Econoniical treatises of the 
Anciemts, a ver;^ remarkable one may be mentioned. It is 
entitled the Enjmas, and passes under the name of ^Eschiiies 
Socraticus, though the best authorities <;leny its genuineness. 
It is a Socratic dialogue On Wealt/i, Socrates asks what 
Wealth is. lie mentions the Carthaginian leather money, the 
Spartan iron money, the ^Ethiopian pebble monc)*, and says 
that each of these wa.s w'calth in its own place, and the more 
any one possessed of them in these places respectively, the 
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more wealthy he was. But they were of no use, and were not 
wealth anywhere else. Socrates then points out that thingvS are 
Only wealth where they are wanted, and that nothing is wealth 
which is not wanted. But, if we can purchase what we w^ant 
with anything as well as gold and silver, that thing is w^ealth, 
whatever its nature be. Thus he says that, if a person gains a 
living and can purchase necessaries by teaching music, science, 
or grammar, then such music, science, and grammar are as 
much wealtli as gold and silver. This dialogue is for the 
express purpose of shewing that the idea of w^calth depends 
exclusively upon and that whatever is ex- 

changeable, or has the power of purchasing, is wealth, no inatl/cr 
wdiat its nature be, and that materiality is in no way necessary 
to constitute a thing w'ealth. llljis species of wealth in moderu| 
; tjmes is usually called Immaterial Wealth. 

6. We now come to Roman Law. In the Institutes of 
^^j^Jinian, Property or Wealth is dividtMl into two sorts — Corpo- 
real and Incorporeal. Cor|)orcal |)roperty is tangible, as lands, 
'slaves, clothes, gold, silver, and other things. Incorporeal pro- 
perty is what is not tangible, but consists in RigJits only, as, for 

Jjhstance, obligations of all sorts. It is said by Ulpian tliat Pro- 
, jjerty or Wealth is any tiling w hich may be bought and sold. And 
it is expressly declared in the Pandects of Justinian that, ‘‘Rights 
are included under tlie name of Wealth;” and again, “Under 
the name of Money, or Wealth, not only ready money, but 
every thing naovcable and immoveable, corporeal as well as 
Rights^ are included.” So also nicrx^ or merchandize, included 
every thing capable of being bought and sold, moveable or 
immoveable, corporeal or incorporeal. 

We merely notice these two latter species of wealth here, and 
shall enter into the question more fully in the next chapter, 
under the Definition of Wealth. 

7. We thus see that in ancient times the priiciple of Wealth 

Iwas held to reside exclusively in the quality of Excuanokakility: 
and that whatever was exchangeable wa.s Wealth. We also 
see that ancient writers had noticed three different species of 
exchangeable quantUies; Jlrsf, Material or Corporeal things^ 
Such as gold, silver, lands, houses, &c,; seconrlig^ Immaterial 
things, such as sciences, or labour; and, Incorporeal 

♦Mugs, such as Rights of all sorts. 
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Rue of Econofrdcal Jdeas in Modern Times, 

8. In riiodem times Economic treatises liavc generally sprung 
from the public iriisory cauned by the violations of the true 
principles of the science, just as the science of medicine sprung 
from huinrm diseases. The first and readiest resource of desjxnic 
|>rinces was to tamper with the coinage — to defraud the jjublic 
by reducing tlio established weight and lineness of the money. 
The miseliicvous consequences of this were already noticed by 
Dante, and procecdetl to great length in France, Italy, {Spain, 
Dennany, and Scotland, and to not so groat length in England. 
These violations of true principle.s called forth a long .series 
of able treatises in Franco, Italy, Germany, and England, which 
are more ])Mrticularly noticed in the chapter oii the Coinage, 
and we may say tlmt the '^riieory of the Coinage was the first 
groat branch of Economics wliich was firmly established in, 
modern times. 

The JThtory of EcomraUxil Ideas imfil the rise of the 
EeonoynistSy or Physiocrat In. France — the First 
Sidiool of modern Economists, 

0. Up till the beginning of the IGth century there had been 
majiy capricious and coiitra*li(‘tory Law s in all countries regarding! 
the importation and exportation of })roducts, sometimes prohi-| 
biting their entrance, .sometimes letting Ihom go free : but there’ 
had been no definite theory, or fixed ]M*incipIes suggested, ujxm 
which legislation should be founded w ith a detenninate object. 
About tlmfc |>eriod, how eN cr, certain ideas began to prevail about 
public Wealth, and legislation w\as frame^i to ellect certaiu 
national object.s l>y certain definite means. Thus attention w'as 
directed to establish principles, and <lisiinct systems, w liich after 
undergoing several nuitalions and revolutions of opinion, have 
finally terminated in the modern science of Economics, Wo 
now^ propose to give a succinct sketch of those changes of 
opinion ami revolutions in national policy. 

The Mercantile System and the Jialance of Trade, 

10. Once on a time, say the poets, the Phrygian peasants 
captured Soilonus, the teacher of Bacchus, ami took him before 
their kibg who eiitertmiied him jovially for ten days, 
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and the?i rest(M*ed him to his heavenly pupil Bacchus ^vavS 
so pleased that lie promised to grant the hospitable mortal any 
reward he chose. Midas asked that whatever he touclied might 
be turned into gold. Hacchiis immediately granted tho request, 
merely oliserving that he wished he had asked for something 
better, and de})arted. Midas hastened to put his new power 
to use. lie tore off a twig from a tree— it became gold. He 
picked up a slonty — it was gold, lie touched the ground — it 
was gol<l. He gathered some ears of coni — tliey were gold. 
He j>]iK‘k(Ml an apple — it seemed as if it liMd come from tho 
gardens of the Hesperides. Ho opened the doors of his palace 
— they were gold. He waslicd his hands — it seemed like the 
shower of Danao. His slaves placed a feast before liim — the 
bread and the meat f'orthwith liecame gold. He mingled wdne 
with water — and there gushed out a golden thud. But gold 
would neither apjiease his hunger nor quoncli his thirst. He 
was jjerisiung of hunger and thirst anii<i boundless treasures ! 
Tlten he raised Ids hands hi prayer to the god, and cried out 
that lie had erred, and besought him to have mercy, and take 
aw'fiy his fatal gift. The god graciously heard him, and granted 
his prayer, and bade him l)at}io in the l^aetolus Avhich thence- 
forth rolled down its golden sands to tho sea. Midas, cured 
of his folly, betook himself to agriculture and the chase, and 
grew' wa-althy and ]K)W'erfi.il. 

Midas was the parent of the Mereautile System, and for 
several centuries every Government in Euro]>e was imliued with 
his ideas; tliough ;ila.s ! w'ith more direful corisecpicncert, for 
unluckily therii w as no merry god at hami to release them from 
their folly. 

Midas sa w that, with treasure in his liand, he was wrealthy — 
he could obtain wdiatever he wanted, and could command the 
services of others. He quite forgot that gold w-as only of use 
while it could command something else, and that if that some- 
thing else were changed into gold, his gold Avoiild be of no u.se 
{^whatever. Gold, therefoxx*, was only of use because of the 
multitude of things which wxre not gold. 

11. The very same ideas gradually gixw up in Europe, 
Sovereigna saw that their chief power consisted in the treasures 
they could fxccumulate. It then became a cardinal point of 
their policy to encoumge the importation of money as much as 
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possible, and to prohibit its export. From about the beginning 
of the 14 th century, the laws of nearly every country in Europe 
endeavoured to prevent the export of money. Statesmen and 
merchants were all infected with this delusion, which was 
greatly fostered by the discovery of the New World. The 
Spaniards, dax/Aed with the brilliant prospect of securing the 
greatest part of the wealth in the world without labour, ima* 
gined tliat the well-being of the country consisted in amassing 
enormous lieaps of gold and silver. But they wholly mistook 
the moans for the end, not discerning tluit the precious metals 
are only precious so long as they are used for setting industry 
in motion, while tliey encourage the tilling of the land, the 
mother of increase, or the building of slii2)B to promote the 
commerce of nations, or plying the loom to lu'oducc clotliiiig 
for raankind. 

It would be beyond the scoj^e of this w^ork to dwell upon their 
woll-knoAvn polkvy, and itvS fatal results. While the precious 
metals poured into the country in l)oundloss quantities, which 
the statesmen of the <lay thought wouM make them the rulers of 
the world, it began iiinnediately to decline. Its industry was 
paralysed, and tlic most sanguinary penalties were unaVdo to 
prevent their inucb coveted treasures flying from the country ; 
till at last it was re<lucod tt) the low^est depth of poverty, 
weakness, dishonesty, and contem|)t. Next to Poland, Spain 
became the weakest and poorest country in Europe. S<*aret;ly 
ever lias the world seen a country blessed with so many resources 
by nature, so suddenly descend from so lofty an eminence to 
such a pitch of degradation ; and it was cvni>batically wicked 
and unjust laws regarding religion, and evroncons ideas regarding 
the value of gold and silver that did it all. Spain fairly earne<l 
the eminence she attained to by her industry and energy, and 
nothing can be more instructive to shew how a great state may 
be ruined by evil legislation on such subjects — to shew how to 
reverse the boast of Tliemistoclos — than a plain and simple 
history of the terrible catastrophe of S]>iinish grandeur. The 
legislation of this country was for a eoiisideiMblo period tainted 
with similar errors, thougli in a milder form, and they produced 
consequences the same in kind, but less in degree, owing to the 
innate energy and indomitable industry of the people, who 
at last discovered their mischief, and burst their fetters. 

. 1&2 
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On the Doctrine of the Balance of Trade. 

\ 2. The doctrine of the Unlance of Trade exercised such a 
powerful iiitluenee over legislation and national fortunes for two 
centuries, and as its overtlirow, together ^vith the catastrophe 
of Law’s System of Paper money, or tlie Mississippi Scheme, 
were the causes out of which the science of Political Economy 
originated in modern times, we must explain the phrase. 

The expression ILalance of Trade is a pregnant example of 
Bacon’s apliorisra, that the fallacies of language are the most 
troublesome of all, and of the extreme difficulty of ora<litrtiting 
those with some portion of trutl) in them. It is also a con- 
clusive reply to those [>ersons who think that attention to 
the meaning of xvords is of no conse<pionce in Economics. 

As this error, however extensively it prevaihsl in its own 
time, and howawer fatal its cousccpiences were, is now com- 
pletely exi»loded, we do not cave to decide when^ it arose* 
Englaiid, France, ami Italy, all contend 1‘or the honor of the cap 
and bolls; nor is it worth while to settle llie priority of folly. 
Though Sj>ain may prolml^ly be I’oally entitled to it. In the 
com]uostof the New World, gold was rhe i^hief object of their 
arnl>ition, and their now acquisitions 'were estiinatod chiefly 
as they wave callable of producing the prociouH metals, Tlie 
object of all trade was to acquire tfie ]»reoious metals, and 
the profits of commerce >vere estimated just as they brought in 
gold and silver. 

As gold and silver only were reckoned as wealth, and 
other coniTriodities as nothing, llie i«l(»u very naturally 
gyc"' what one side fjahied the other must lose. 

Slontaigne w'as one of the finst to formulate this unfortunate 
doctrine. 

Having thus adopted the opinion that gold and silver w'ere 
the only species of wealth, and that 'what one sid(? gained the 
other lost, tlicy then began to estimate liow much the gain or 
the loss was, and tlu^ did it in thi.s w‘ay. They said that if the 
exports of a C(juntry exceeded the imports in 
balance must be received in money, uiui that if the 
^4xceeded the exports in value, the balance must be paid m 
money. '3'he diflerehce in vfilue between the exports 
impor^was called the Balance of Trade, which it was aisstbrie^ 
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nnist be paid in nionoy, anil the trade of n conntry was con* 
sidered favorable or adverse according as the balance was for or 4 
against it. That is to say, the profit was bold to consist in the? 
quantity bj'^ which the value of the exports exceeded the valui^' 
of the imports, and the loss was held to consist in tlie qiuintity| 
by which the value of the imports exceeded the value of thir^ 
exports. 

13. ISTow let us take a very simple example of the rudest 
description of trading, which will illustrate the point as well 
as the most idaborato. 

Wl^en our ships first traded to ilie Soutli Sea Islands, tliey 
look out with tliem axes, beads and otlier trifles Avhicli were of 
very little vahu; in this country, and bartered them for all sorts 
of eurio.sitios, shells, &c., which were very valnal)le in England. 
A pair of line shells from the Sunth fSeas in n»any cases is 
worth ten guineas in England, wliich perba]>s an English sailor 
obtained in exchange for an axe which cost 2/0. The English 
sailors thougivi, the natives very simple to give away so many 
vaUial)le curiosities for such common things. We cannot doubt 
that the motives liarl exactly the same opinion of the Ei^glish 
sailors; they thought them great simidetoiis to give away such 
valuable things as axes, beads, vS:e., for so common tlnngs as a 
few sliclis. Each party, however, exchanged what was common 
and che.ap in Ijis own country for what was scarce and valuable. 
Tiio axes were many times more valualvle in Fecjee than the 
shells; the sliells Avero many times more valuabU^ than the axes 
in London. Thus an English sailor by giving away ]>erh:ips ’2/0 
gained in cxcliange wliat aaus wonh ten guineas, and the 
difference was liis profit. And thus both |>.arties gained by the 
commerce, shells were Avori.h many axc's in London; the 

axes Avere Avorth many shells in Foejee; and this is the genuine 
spirit of commerce, 'riiis simple transaction is a type of all 
commerce. The A'fduc of the shells in London arises IVoni the 
desire of the people in London to i>ossess thorn, and their 
SCtU'city. The value of the axe in Feejee arises froin the great 
desire of the Feojoeans to possesvs it, and the scarcity of axes 
there. The coloured beads were just as A’^aluablo to the poor 
uUtut4>red savages as diamonds are to civili/.ed Europeans, The 
coftimerce of all nations is exactly similar in ])rVnciple to that be- 
tlte ^tncl the sax^ages. It all consists in exchanging 



54 PRINCIPLES OP ECONOMICS. [Chap. lit 

things which are comparatively cheap and comthon in two 
countries for what is dear and scarce in them reciprocally, and 
of course both parties must gain by tlie very nature of the 
transaction. But according to the old doctrine of the Balance 
of Ti-ade England having given an axe wortli 2/6, and having 
received a pair of s]>ells worth ten guineas, still owed the 
balaiKJC which retjuired to be paid in gold! 

14. Wo observe from this simple example that the profit is 
measured by the excess of the value of the import above that of 
the export, as the import is tlie payment for llie export. And 
as all the expenses of conveying the export to the foreign 
country, and of bringing the import from the foreign country 
must come out of this difierence, and, as tiiere must in addition 
to that be the merchant’s [irofit, it must be a dead loss unless 
the value of the import very considerably exceeds the value of 
the export. 

The sufiportors of llie Mercantile System quite overlooked 
the fact tliMt tlie impoils were in general the payment for the 
exports, and therefore profits were greater by just so much as 
the value of the import exceeded that of the export. 

15. AVc have observed also that both sides gained in this 
commerce, because a shell was worth many axes in England, 
and an axe was worth many shells in Feejee. But it is evident 
that this process would not go on indefinitoly, because if too 
many shells were imported into England, their value would 
diminish so mud), that it would cease to defray the cost of 
the trade. So if too many axe.s were imported into Feejeo, 
their value would fall so as not to be able to buy shells enough 
to defray the cost of the traffic, and tlien of course the 
commerce w-ould cease. 

As a general rule tlierefore, both sides must gain in commerce. 
For wdiy should any one voluntarily makg an exchange to 
his own loss? No doubt there may be intiividual ca.ses where 
traders are unfortunate and make losses. But as a general rule 
while conirnorce goes on, the necos.sary inference dearly is that 
it is muluaJly profitable, and directly profit ceases, commerce 
must cease. 

10. Nevertheless the merchants and statesmen of that time, 
haying laid down that gold and silver were the only sjKscies 
of wealth, htld that that side only tvhich j^eceived a payment 
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in money gained, and the other side lost. Whereas it was quite 
clear, unless the sum received exceeded a certain amount, .the 
trade must be a loss, just as unless a tradesman receives a 
certain amount in money for his goods he must lose. They 
also held that the profit was estimated ])y tlie excess of the 
value of the export above that of the import ; whereas it is 
clear that the real truth was the exact reverse of the doctrine 
of the Bahince of Trade. 

For more tliaii two hundred years, this extraordinary delusion 
kept possession of the minds of nations, and all commerce 
between thorn was reduced to a general scramble to obtain 
possession of the gi'oatest amount possible of the gold and 
silver in circulation. Every effort Avas made by Avar and legisla- 
tion to obtain money, and nothing but money. Everything Avas 
sacrificed to endeavour to force foreign trade. Exportation f 
was encom-ageil in eveiy way, and importation discouraged and 1 
prevented. Each nation was supposed to be benefited by \ 
and interested in the ilostruction of its neighbours. Montaigne \ 
and Bae-on repeated the doctrine that the gain of one must be 
the loss of another. Evtiii Voltaire rei)oated this fatal dogma. 

J. B, Say says that in the space of two hundred years 
during which Statesmen were blinded with this strong delusion, 
no less than fifty years wore spent in commercial wars, arising 
directly out of this stupendous folly. Fifty years of Avar with 
all its horrors AvagcAl for a chimera — a fiction — a thing which 
Itad absolutely no existence at all. Do Ave not say that true 
views in Economics are of* the utmost importance to inatikind. 
True Economics turned the light of science on a sinr/fe expres- 
sion, and the result has been to destroy for over a fallacy Avhich 
let loose upon the eMrtli the demon of war for fifty years ! 

17. As this system is now absolutely exploded, it Avould 
occupy t.oo mucli spaire in tliis AA^ork to describe fully its fatal 
effects. The first eight cha)>tcrs of the Fourth book of Smitli’s 
Wealth of Nations contain the most elaborate exposition of it 
in the English language, and we must refer tliosi? who care to 
hiquire further into it to that work. 

18. It is true that during this period a foAV sagacious men 
perceived the gross fallacy of the Avhole system, but they A\'ere 
solitary lights shining in darkn<^ss, and the darkness coinpre- 
bended them not. Their isolaievl efforts were uu hooded and 
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forgotten j and it was not until a powerful sect arose that any 
permanent eflect was produced upon the opinions of mankind. 
And tliat honour is unquestionably due to Quesnay and his 
followers. These men lirst jn-oclaitiied the doctrine that every 
nation is interested in the prosperity of its neighbours, and not 
in their destruction, with a power and an authority, which has 
gone on increasing from their day to this, and having been de- 
veloped by a long series of illustrious writers, has produced an 
entire revolntion in tlie opinions of mankind, and in the policy 
uf the most enlightcjiod nations. 
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Section II. Rise of the Fiest School of Modkbn 
Economists in Fkanoe, called the Ruysioceates. 

Quesnay — Turgot— Dupont de Nkmouiis — Lk Tkosne — 
Mercier iHc LA Riviere. 

1 9. Cicero, fimong other Philosophers, had seen that the Law 
which should govern all States is not arbitrary, but founded in 
human nature itself. The Supreme Being has created man pre- 
scient, sagacious, eom])lex, possessed of memory, full of reason 
and counsel, ami endowed liiin with a capacity for the noblest 
enterprises, for association, and for the reciprocation of mutual 
benefits. Man alone is endowed with the divine reason, the 
common pro|;)erty of God and Man, and, tlierefore, there is an 
original rational community between them. Since viglit reason 
is what we call Law, God and Man must be considered as asso- 
ciated by Law ; where there is a coininuniou of Right there 
must be coviuviunion of Law. 

Tins right reason is that supreme law \vluch has existed from 
all ages, before any written laws were maile, or any states were 
founded. So that of all the questions discussed by men, none 
is more im])ortaiit than to understand that I^aw was not estab- 
lished by opinion, but by nature, who made us just, that we 
might supply each others’ ivants. Law is nothing but right 
reason enjoining what is good and forbidding what is evil. 
There is one essential justice which binds society together, whicli 
most coiuiuce.s to tlie preservation of states, the security, the 
peace, and the happiness of the [leople. It is the just dis- 
tinction between right and Avrong, made conformable to the 
most ancient nature of all, the original and i:)rincipal regulator 
of all things. It does not begin for the lirst time to be Law 
when drawn up in Avriting. But the existence of moral oldiga- 
tion is co-eternal with the Divine Mind, and i>s capable of being 
discovered by human reason. 

V True Law is right reason conformable to nature, universal, 
1 uncliangeable, eternal, wliose commands urge us to duty, and 

V ricslrain u« from evil. This can neither be repealed nor modi- 
» fied by any human law, nor can any human authority dispense 

with an obligation to obey this eternal law, which nceils no 
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other exposition or interpreter than ourselves. Nor is it one 
thing at Rome, and another at Atliens ; one thing to-day, and 
another to-iiiorrow : but in all times and nations this universal 
law must for ever reign eternal and imperishable. God himself 
is its author, its promulgator, its enforcer. By carefully ob- 
serving it States alone can flourish ; by violating and neglecting 
it States perish K 

20. Although, as we have said above, there were several 
very good works on particular points in the science now called 
Political Economy, or Economics, and scveial persons had 
advocated freedom of trade, it may be said that it only as- 
sumed the rank and the form of a science in the middle of the 
last century in France. That country had l)een brought to the 
lowest state of depression and misery l>y the ruinous wars of 
Louis KIV,, the financial catastrophe of tlie Mississipj/i scheme, 
ifh'e destructive eftects of the prevailing mercantile system, the 
of the nobility, and the weight of the taxes. The 
Nerril>le picture of social tyvarn^y, cruelty, and oppression w'hich 
the French ])Gople groaned under during the first half of the 
ijighteenth century may be seen in contemporary writers, 
/'Reflecting on tliis intolerable misery, a few generous and 
^jHgliteous philosophers struck out the idea that there must be 
some great natural science, some principles of eternal truth, 
founded In nature itself, with regard to the social relations of 
mankind, the violations of which were the causes of that 
hideous misery they saw in their native land. The name they 
g^ve this science was NoMmxl Right, and their object was to 
discover and lay down an abstract science of the natural rights 
bf i^en in all their social relations. And this science comj 
,p^j^hended their relations tuwanls the government, toward^ 
,^ch other, atnl towards proptrty. Tlie term polUiqm in 
French might in a certain way have expressed this science, but 
that word was so exchisively appropriated to the art of govern - 1 
dnent that they adopted tlio name of Political Ecdnoniy for itl 
atidjt^enco they were commonly called the Economists. One of! 
? their number proj)osed the name of PifYSioimATiK, or tho' 
^government of the nature of tilings, and hence they were often 
also called PiiYsmcUATifis ; but the wor<l having l>ecn appro- 
priated to certain doe times of the sect, which are now shown 

... ^ Ik tc(f^bU9^ iKXs4inu and Dc 
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to be erroneous, has fallen into disuse, and the term Political 
Economy, or Economics, has survived. . ‘ 

21. Pkancjois Quesnay, the great Father of this science, 
was bom on the 4th of June 1694, the son of an advocate, who 
owned a small property at Morey, about 10 leagues from Paris. 
Although a man of a liberal and enlightened mind he seems to 
liavc strangely neglected the education of his son, w'ho was 
brought \ip and worked on his father’s farm, and was not even 
taught to read. But his innate love of knowledge led him not 
only to learn to read, but to study Latin and Greek, Ambitious 
of a higher career than a j)easant proprietor, he adopted surgery 
as a profession, and settled at Mantes, the comity towm ol* his 
native province. A series of fortunate accidents brought him 
into connection with persons of high rank, who persuaded him 
to move to Paris. He there published a number of professional 
works which wen? lield in the highest esteem, and was ultimately 
appointed physician in ordinary to Louis XV. The king held 
him in the highest esteem, and ennobled him, giving him as his 
arms three i>ansios, orjlenrs de pensce in Frencli, with the motto 
pwpUr cof/Uationem mentis^ and used to call him h 

Ho assigned him apartments in the I^ilace at Versailles, in which 
the meetings of his friends were held, who were known by the 
name of the Economists : and Quesnay’s >vorks were printed at 
the press of the Palace. Quesnay died in December 1774, of an 
attack of gout, having survived by tliroc raouths the appointment 
of his most illustrious friend and disciple Turgot, as Prime 
Minister of France, and having just witnessed the first-fruits of 
the triirinpli of his doctrines, by the establisliment of the 
complete freedom of the trade in corn in Franco, both internal 
and external. 

Outline of the Physio(^\ttc Doctrine of A^atnral Order. 

22. The Cvoatov has placed man upon the earth with the 
evident intention that the race should prosj)er, and there are 
certain physical and morjil laws w'hicJi coiuluee in the highest 
degree^ to ensure his preservation, increase, well being, and 
improvement. Hie correlation between these pliysieal ami moral 
laws is so close that if eitlier be misunderstood, through 
ignorance or passion, tlie others are so also. Physical nature, or, 
matter, bears to mankind very much the relation which the 



IQ, PRINCIPLES OF EC0N0imC8. [Chap. III. 

■ if Ok. . 

%ddy does to the sonl. Ilenco the perpettial and necessary 
reaction of physical and moral good and evil on each other. 

.^Natural justice is the confonnity of human laws and actions 
jif^^patural order: and this collection of jdiysical and moral laws 
existed before any ])o8itivo institutions among men. And while 
?ti^eir observance produces the highest degree of jftosperity and 
being among mon, the non-ohservance or transgression 6f 
tjiem is the C£uis(? of the extensive physical evils which nftliot 
tiifinkind. 

If sucl\ a Natural Law exists, our inlclligenee is ca])able of 
discovering it. For if not, it would be useless, and tlu? sagacity 
of the Creator would be at fault. As, therefore, llicse laws are 
institnte<I by the 8nprem(‘ Being, all and all states ought 
,to'v,be gi)verncd by them. They are iminutal>le and irre- 
fragable, ainl the best possil>le laws: thoiefore necessarily 
tbe l)a.sis of the most jierfoct government, and tlie fundamental 
rule of all positive laws, wliich are only for the purpose of up- 
holding Natural Order, evidently the most advantageous for the 
liviruan race. 

evident object of the Creator Tufing the preservation, the 
increase, the well-being, and the iniprovemont of the race, man 
necessarily received from his origin not only intelljgcmco, but 
Uiistmcts conformable to that end. Every one feeis himself 
u'ith tlio tri]>]e instincts of well-being, social>ility, and 
Justice. lie understands that the i.solation of the luaite, is not 
suitalde to liis double nature, aiul that bis physical and moral 
Vants urge him to live in the society of his e(|uaLs, in a state 

peace, goodwill, and concord. 

■ lie also rccogni/.c,s that other men, having the same Avants 
as himself, cannot liave less rights tlian himselti and therefore 
he is ))oiuid to respect this right, so that other men may obsei've 
a similar obligation towards him. 

These ideas, the products of reason, the necessity of Work, 
tlie necc>ssity of society, and the necessity of justice, imply three 
others Liberty, Property, ami Aulhority, which are the three 
e?5s<^)tial temis of all Socifil Order. 

' itow could man midorstfind tlic necessity of labour to obey 
the irresistible instiuct of his proscirvation and well being, 
at the same time that the instrumoM of 
jatotit, the physkal and inlelloctual rpuilities with which he is 
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eiidQ\veil by nature, belongs to him exclusively^ without per- 
ceiving that b(3 is master, iunl tlie alisolute proprietor of 
his person — tliut he is born and should remain free? 

But the idea of liberty cannot spring up in the mind without 
associating with it that of property, in th(3 absence of wbich the 
first would iionly represent an illusory )*ight, without an object. 
Tlie freedom the individual has of aijqniriijg useful things 
by labour, supposes necessarily that of preserving tljera, of 
enjoying them, and of disposing tliein av itiiout reserve, and also 
of bequenthing them to his family, who prolong his exisUmce 
indefinitely. Thus liberty, conceived iji this manner, becomes 
property, Avhich may be conceived in two asj)ccts as it regards • 
moveable goods, or tlie earth, which is the source from w^hich 
lal;)Our ought to draw them. 

At first property wan principally moveaVfie. But when the 
cultivation of the earth was necessary for the jn’eservation, 
increase, and improvement of the race, individual appropriation 
of the soil became necessary, because no other system is so 
proper to draw from the earth all the mass of utilities it can 
jiroduce ; and secoiully, because Ibe collective constitution of 
property would have {produced many inconveniences as to the 
sharing of the fruits, wdiich would not arise from tlu? division of 
the land, by w hid) the rights of eacli are fixed in a clear 
and definite manner. 

The law of nature which permits every one to do what is 
most advantageous for himself, on the sole condition of not 
injuring any one else, ^vas not violated by the first cultivator 
enclosing, labouring, sowing, and incorporating his labour with 
the soil, so that a portion of his moveable wealth, so to say, 
increased its value in a manner almost fitbulous. Tiiis act was 
eminently jtist, because it was uselul to himself and to the 
wbole society. This did not diminish tlie natural right of man 
to labour to live, but, on the contrary, made it less precarious, 
much more certain and profitable. Without the prodigious 
increase of subsistence by agriculture, from w- hich came grad ually 
the dirtereiico of professions, and the division of labour, it 
would bo impossible to arrive at the -providential development of 
the human mind in the triple domain of industry, art, and 
science. Property, in laud, therefore, is the necessary «ari(l 
legitimate cousequence of personal and moveable property, 
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'* Every man, then, has centred in him by the Laws of Pro- 
^yideiice certain Rights ami Duties : the right of enjoying him- 
self to the utmost of }jis capacity, and the duty of respecting 
similar rights in others. The perfect respect and protection of 
reciprocal rights and duties conduces to production in the 
highest degree, and the obtaining the greate^ amount of 
physical enjoyments. 

l" The Physiocrates, tlien, ]daced absolute freedom, or property, 

' as the fundamental right of man,— freedom of Person, — freedom 
of Opinion — and freedom of Contract, or Exchange; and the 
violation of tliese as contrary to the Law of Providence, and 
therefore tlio cause of all evil to man. Quesnay’s iirst pnb-l 
lication, Xe Droit Kuturd^ contains a gtaicral in(|niry into? 
these natural rights; and he afterwards, in another, calledl 

Maximes gh^craks du Gonvernnient ikonomiqm (Fun .Uoy-\ 
move aijricoUy^^ endeavoured to lay down, in a series of thirty^ 
mavirns or fundamental general jinnciples, the wliole basis of 
the Economy of Society. The 23rd of these declares tliat a 
nation sutlers no loss l)y trading with foreigners. The 24tl.i 
declares the Mlacy of tlie doctrine of the balance of Trade. 
Tlio 25th says, Qif on maintienne I’entiere lil>erte de com- 
merce; car la police dn commerce intorieur et exterieur la pins 
sure, la plus exacte, la plus profitable a la nation et lYdat 
consiste dans la pleine liberte de la concurrence.” In these 
three maxims w'ore contained tlie entire overthrow of the 
existing system of Political Economy, wliicli (iuesnay and his 
followers developed, and, notwithstanding certiiin errors and 
shortcomings mentioned below, they are unquestionably 
entitled to be considered as the founders of tlio science of 
l^olitical Economy. 

We sliall now endeavour to give an outline of the Phy* 
^berate system, reserving a more particular examination of 
separate doctrines for a future chapter. 

In the Mercantile System, gold and silver only were held to 
be wealth: and the wealth of a country was estimated by the 
quantity of gold and silver it could accumulate. 

The Physiocrates held that man could only preserve himself 
on the earth by obtaining from it those useful and agreeable 
objects which preserve us from pain and death. These useful 
and agreeable products were called goods, and are all 
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coraposed of natural products! So long as persons or tribes - 
lived ill a state of isolation, and themselves consumed the 
tilings they produced, these products were called simply biem, 

A man living by himself would live on his produce, and would , 
estimate various things only by their use to him. He would^ 
regulate the ej^^tent of his culture by his consumption, and he 
would net work to produce anything useless to liim. 

But when men came to live in .society, they would find that 
they had numerous wants, which they could not satisfy by means 
of their own products directly. And as this is tlie case witli all 
men, they wouhi find it advantageous to exchange some of their 
own products, whicli were in excess of their own wants, for the 
products of others 'which they require. When these bienSy or 
products then, and when only, are exchanged they become 
Wkaltit. T)j(‘ lliysioci'ates unanimously held tliat the quality 
of wealth sprung out of an Excliange. 

The Physiocrates exclusively restricted the term Wealth 
to the products of the earth, which were brought into com- 
merce, or exchanffccl Thus they held the principle of Wealth 
to reside exclusively in exchamjeability. Tlicy then laid it 
down as a fundamental principle that all Wealth comes fi’om the 
earth. 

The earth only gives products which have the physical qualities 
necessary to satisfy our wants. But in society they acquire a 
new quality which springs from the cominunication of men with 
each othcir : this is oxcliangc, wlucli attributes Value to themj 
This Value is a quality only relative and accidental, not al:>solut.a 
and inherent in them. It is, therefore, only commerce whicli 
causes Value : autl value is the relation whicli exists between 
two products which are exchanged. 

The Physiocrates divided labour into Peoductive, and 
Steuilr or Unproductive. They defined Productive labour to 
be only that employed in obtaining the rude products from tlic 
earth; or that employed in increasing the quantity of rude pro- 
duce. This labour extended over three kingdoms, the animal, 
vegetixblc, and mineral, and under it w^ere included all agricul- 
turists, hunters, miners, quarriers, fishers, wood-cutters, &c. 

They called this kind of Labour productive, because they 
alleged that it was the only labour which added to the Wealtli 
of the Nation, or the quantity of products. They maintjiined 
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i4hat this^was the only kind of Ial)oiir which left a surplus after 
defraying its own cost. The excess of the natural pro<:iucis ob- 
j^t^iued every year from the earth, above the <|uaiitity of them 
required to defray the cost of obtaining them, was oallod the 
ProduU Ket, and they allogod that all other classes of society 
are maintained out of it, and its Value was the sole Revenue, 
or annual income, of the State, and the sole inere«ase of national 
wealth. 

But this rude produce is scarcely over in a fit slate, or in a 
fit position, to be used l>y men. It lias to be fashioned, and 
mamifactnred, and transported from jdace to place, and perhaps 
sqld and resold more than once, before it is ultiinatcdy used. 

■ 'All this iutermodiate labour employed between the original 
^producer and tlie ultimate buyer, the Pliysiocrates d(.'noininaU^d 
as or IJxrnoDutn^ivE, and classed under DisTRinirTiON. 

t>Al] products obtained from the earth were destined for liuman 
,VUseV' Tlio person who used them was called the Consumed 
B ut as the Science dealt only witli products wliich vver'(^ brought 
intb commerce, all wiio used what they tliemselves ].>rodiu;H‘.d 
excluded from consideration. Therefore the Consmnor w^as 
•’tiu? final purchaser, and the Pliysiocrates culled him iha Achtteur 
V ConsommaUiur, 

Ilenoe the Consumer Avas the person for wdiose benefit all the 
'preceding operations took place. Production was only for the 
sake of consumption, and cqnsumptioji w the inoasure of 
reproduction, because products wliicli remain witlioiTr con- 
/sump tion^ ^ uperii ui ti cs . w ithout yai ue. 

V complete passage oFa product from the original producer 
through all the intermediate stages to the consumer, the 
Physioerates designated as Commjskck, or an ExctiASGE. Ainl 
'h« originally any man w-ho wished to eonsitme^ or enjoy, any 
product, must have some product of his own to give to purchase 
it, he also was a producer in his turn. Hence, in an Exchange, 
things are coTisumed on each si<le. An exchange has only two 
essential terms a Producer and a Consumer. These are the only 
sorts of men noco^sary to Commerce, tlic first seller and 
•the last buyer-consumer; and they often excliange directly 
between tlienisclves without any uitermcdiate agents, 
s:; All iiitcuriiediate persons wlio transported the product froiia 
pluce to plate, or sold and resold it, the Phjsiocrates termed 
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traffickers. AH these operations are only in themselves an 
intermediate yiovomcnt between the place of Production and 
that of Consumption — between the first seller and the last 
buyer-consumer. The Physiocrates said that they are only 
a cost to commerce, and not a profit to the nation : and that all 
their gains come out of the profits of the producer and the 
coiivSiiiner. • 

24. Hence we see that in Physiocratc language, Wkalth 
mean t that gorlion^ of the raw produce of the earth wTiuiTi Is 
ln;^ight into 

PKopycTipj^ niyjint^ raw produca. Jirom Uie 

eartli, and bringing it into aommerce. 

Distktbu all the .spoliations t^ii’ough to 

bring it to tlie place where it is to be ultimately piircljased 
for ’’^e. 

ultiinately purchasing and taking the 
finished product out of commerce, for the purpose of use_or 
gryoymeut. 

"The wliole passage of the product from its first producer, 
or seller, through tlie various stages of distribution till its 
uitimatc consumption, or purchase, was called CoMMicucF, or 
j^X( ;UA\(I15. 

Hence the Science of the Production, Distribution, and \ 
Consuinptiori of Wealth, meant simply d\e science of Commeuce ; 
or EXC HANGKS. 

25 . One of Urn most important services rendered by the 
Physiocrates to Economics, was their re-establislnnent of tho- 
true doctrine of tlie nature and use of money. 

The mercantile system held that money is the only species 
of wealth ; the evident alisurdity of this doctrine was so great, 
that it naturally led to a reaction, and as usual in such cases 
opinion went to the ojiposite extreme. It was held that Money 
is not Wealth at all, but only the sl^n or representative 
of wealth. 

This naturally led to the doctrine that as money is only the 
means of obtaining other things, it is wholly indifierent what it 
is made of, and that it is only the command of the sovereign 
which gives it value. It was alleged that the sovereign might 

F 
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‘diriiinisli the quautily of niotal as iniicli as be pleased, and still 
' c^intinue to aftix any value be pleased to it. The extraordinary 
consequences that resuKed IVoni Ibis doctrine are set forth in 
jtlie chapter on Coinage. John Law uiaintainod that there iej 
M)0 reason why silver alone should bo consi<lered as money, anti 
that the value of tlie land and all moveable goods might Ik 
' coined into money by means of pa])er notes as well as silvei' 
"Sybich would maintain an equality of value with silver. Tlu 
t^il'teuijit to realize lliis idea produced the catastrophe of the| 
!^nssissij)pi scheme, and tlie tevribic reality of facts sliatteredl 
Wp.tJicory to atoms. Law’s theory of money was set foi’tli^ 
"1>y, the Abbe Terrassou, an able iueml>er of the Academy of 
Inscriptions, and the study of these doctrines led Turgot, then a 
.young man of ‘22, to investigate the nature and use of money. 

' ■ Tu rgot luu I th e 1 ^hy siqcratos shewed t.ba^ .all- 

wealthy nor is it not-wealtii, hut that it is simply a species of 
njcrchamlize, h icl> J ^ t uic d ahir purpose to facilitate 

*<^dTiinjru*ee. f.umd more conv<*niont: in commerce, insteml of 

Sx^htm^ug products directly l‘or one another, ^len^i 

'■for some intca'incMliate nj(y;clj;;y!diz^^ 

an operation is terme*! a Sat.k. Any 
nieSTOmirze whatever might have been cliosen for this purpose, 

, bpt there arc many reasons wliy gold and silver ai‘e superior 
: .to all other- s]>ecies. 'riic merchandize wliich is used for this 


purpose is called . J/q/y y. I>ut this kind of oxcliange in no wav 
iiiilerg iyoni any otlici*, and^ the ntoncy^^veh liT^ 

valent oi^ ^ nua'chamlize. Tfiiis, though everv one 
^grca^^'^Htc money in exchjuige for prodiuds, it is not the 
fihjn or reiircAciittitwc of |)roducts, but tlieir apiicahint. Money 
therefore is nothing but one species of mercliHiidize, and any 
-merchandize may be made money. Hence, tltough money has 
|use.s of its own, yet its value, or exchangeable power, depends 
|on exac'tly the same laws as the value of any other merchandize. 
fMoney tlierefore is wealth in itself, but only a very small 
I part of the ge?ieral wetiltli. 

^ As every one is willing to exch.ango liis products for money, 
|rnoiiey may be considered as a genera] Order, or IJill of Exchange 
|oa all tlie products of the country, and as its only use is 
do facilitate exchanges of products, a substitute may be found 
dor it. 'flw IMivsiocrates shewed that instead of the quantity 
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of money in a country Vjeing the measure of its- wealth, 
it is generally tlie contrary, lu rich countries the valuable 
paper of rich merchants supplies the place of money, and 
is itself an object of commerce just like money. It is 
pnly in poor and barV)arous countries, Avhere no one has con- 
pdence in his neiglibour, that a large stock of money is 
re(iuircd. Thc3 use of more money than is absolutely re- 
miirod is a great loss to a country, because it can only be 
purchased with aii ecpiivaleiit amount of products, and their 
jvaluo is thus witlulrawn from b(.*.ing employed in productive 
bpcralions. Any country which has ]>lenly of products can 
iit any time purchase any amount of money it may require. 
The Plrysi Derates, therefore, strongly urged the entire abolition 
of all restrictions on the free export of money, and also the 
entire abolition of usury laws. The Physiocratc doctrine of the 
nature and use of money is exactly that which is developed 
in this work, so we need say no more about it here. 

26. We now come to the most remarkable and distinctive 
portion of the IMiysiocrate doctrine. 

They applied the term productive labour exclusively to that 
em{>loyed in obtaining raw produce of all sorts from the eaii:h. 
All other labour expended on the raw produce, either in 
fashioning it, manufacturing it, or transporting it, tliey called 
sterile or unproductive^ because they alleged it adds nothing to 
the wx^alth of the country ; and they maintained that neitlier the 
labour of artisans nor the o])cratioi)s of commerce tend to 
enrich the country. 

In the lirst place they said commerce cannot enrich a coxintry, 
because it is only an exchange of value tor e<|ual value. Over 
and over again the Pliysiocrates re}»eat that commerce being 
only an exchani^e of equal values, neither side can gain or 
lose. They held that the only use of commerce is to vary and 
multiply the means of enjoyment, but that it does not cfdd to 
national wealth ; or, if it does, it is only by giving a valtie 
to the products of the earth, which might otherwise fail in 
finding a market. They contend also that as all exchanges aro 
merely equal value for equal value, the same principles also 
apply to sales, and that therefore the gains that , traders make 
are no increase of wealth to the nation. 

F 2 
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They then that the labour of artisans in inanufactiires 
is sterile or unpi-odiuftive, because, thougli their labour adds 
to the value of tlic |>ro(luct, yet during the pi'ocess of the inanU' 
facture the labourer consumes his subsistence, and the value 
added to the jiroduct only reproseiits the value of the sul)- 
sistence destroyed during the labour. Hence in this case there 
is an addition, to A alue, but no production of wealth. 

These are tlui doctrines whicli the Physiocrates maintained 
with long and re])eated arguments which i! Avould b(‘ tedious 
and useless to gi\ e at any lengtl), beeause they were mere repe- 
titions. Jbit how men of tlui al»ility of tiu* Physiocrates could 
maintain that a coTintry can be enriidicd neither by labour or 
commerce, with the examples of 'J'yre, Carthage, Venice, 
Florence, llolland, and liiiglnnd before thoni is incompre- 
hensible. AVith such jjatent glaring before them, it is 

surprising (hat they were not led to suspect the trutli of their 
reasoning. It is om.' of th(.>se alan'ralions of the huTuan intel- 
lect whi(‘h wo can only wonder at, l>u( not explain. 

With such vi<?ws, they held that the internal comntercc^ of the 
country conduces notliing to its wealth; and the foreign (aun- 
mevee very Tlun- called foreign commerce only a 

aller. One truth, howev<‘r, they perceived. They m\v tliat 
money is the most miproiitabh? merchandize of any to import, 
and that merchants never import money wluii (hey can imi)ort 
products. Therefore they called the iin[>ort of money in foreign 
commerce only the 7> />-<///< r of a pts-a//er. 

The Pbysiocrati's held tliat all the costs of trafficking come 
out of the profits of the jiroducers am I ('onsiimers, ami thougli 
gains to tliem, arc not profit to the nation, ami said that the 
state ought not to lax tliem. 

They maintained that the valiui of the Ih*oduit Net is the • 
only real increase of wealtli to the nation, aiul that all taxation 
should, Cfune out of it din?ctly. 

remarks contain, w'e hope, a sufficient out- 
lino of the Pbysiocrate doc, trine. We have now to point out in 
what it was defoc‘tive. 

' In the first place it was deficient in (imeralizailon. It j>laced 
the principle of wealth exclu.sively in exchangeability, but con- 
fined tliat to tfie material products of the earth, which w^ere all 
that were na<‘essavy to marfs subsistence. A product that was 
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useful or agreeable and exchangeable they defined to be wealth, 
and those who obtained such ])roduct.s tlioy termed producers. 
That is, they tilings to be wealth which be- 

nefited 0 body. But man has mental wants as well as pliysTcal 
wants. lie does not live by bread alone, llis mind has neces- 
sities and enjoyruents as w'ell as tlie body, and there are persons 
Avlio are capable of producing things useful and agreeable for 
the mind, wliicli are excliangeable, and valuable, as Avell as tliose 
for the body. And, therefore, such things should Lave been 
included under the title of Wealth, as we have seen Avas done 
by the author of the Eryxias in ancient times. 

The fundamental doctrine of the Physiocrates that products of 
the earth are ahvays ultimately exchanged against other products 
of the earth is also rnaniicstly erroneous. The producer of a 
material |)roduct does not always require a material product in 
exchange; he may want instruction or e<lucation, or the services 
of a lawyer, or a physician, or mere enjoyment. Hence a 
material prodiu't is olien oxidiangod against a mere service. 
When Goldsmith wandered about Eurojx*, dtqiending solely on 
liis lliite to procure him food and lodging, this Avas as real 
an exchange as that of a material product. Turgot was sensible 
of this, and he said that all exchanges are between products 
and services. Le Trosne was in error when he said that only 
material products Jiro in commerce. Now lliese services are 
valued in money or products, just in the same Avay that any 
material products are, and thorefore tlie Physiocrates should 
have seen that they are entitletl to bo classed as WsALTir. 

But these are not the only sj>ecies ot‘ articles in commerce. 
Qiiesnay observcnl that money is supjilenienled by credit; 
he said that valuable paper .supplies all the purposes of ready 
money: that they are received in exchange, and are made a 
commerce of just like money itself. 

Hence, although tliat stupendous system of Credit and 
Banking Avhich has attained such gigantic proj»ortions in 
modern times, did not prevail then, yet there was quite enough 
of Credit in existence to attract the notice of the Ecoiu>mi.sts to 
the fact that it is a subject of commerce itself, and that there 
are not only one or tw^o, but three species of articles in com- 
merce. 

The fact was that having begun by directing their attention 
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solely to material prodacts, they too hastily laid down that 
jail wealth comes from the earth, whereas they might have 
^een that all cxchaiigeablo, or valuable, things do not come 
from the earth. 

An uneasy feeling of this nature seems to have troubled 
at least one of the most distinguished Fliysiocratcs, I^e Trpsne, 
who endeavours to point out why personal services are not 
wealth. He says that personal services are only relative to 
the person ; they are not transmissible, or inheritable, or 
transferable ; they do not result in a pi’oduot whicli can be 
transferred, and Avhose value can be determined by comjietition ; 
whereas, |)roduots being nseliil, generally have a value in them- 
selves, and axMjuire one by industry whicli may be re-sold. 

But the answer to this is clear. Personal servi(*es, or labour, 
have a value Avhich is determined by competition, like any other 
value, and if they can be exichanged once, that is cjuite sufficient. 
A baker bakes a bun, and a customer comes in and buys, and 
eats it. It is destroyed, and cannot be re-soid, it was only 
exchanged once. But had it no value? and was it not wealth? 
Suppose a person does a service and is paid a pound for it: 
and a baker sells broad to the amount of a pound, is not the 
service equal in value to the bread? what does it matter to 
either of these persons Iioav soon their produ(*-t is destroyed, so 
long as tlioy are paid for it? 

28. Le Trosne is equally nnsuccessful in his endeavour to 
exclude Credit from the title of Wealth. 

He admits that the quality of Wealth depends purely ou 
exchangeability. But lie distinguishes between money which 
has int7n?mc value, and bills which have only value from the 
presumed solvency of the debtor. 

Le Trosne himself says that value is not a quality absolute, 
and inherent in things, but proceeds entirely from excluuige- 
ability. Hence to speak of money having mtrinsic value is 
evidently a contradiction in terms. Money has no value except 
that people agree to give something in exchange for it: and if 
it were placed among people who would give nothing for it, it 
would huAm no A alue. A bill has value for precisely the same 
reason that moxury has, namely, that the debtor is bound to give 
inoTiey for it at a certain time. It is true, if the debtor fails, the 
bill will lose its value; but that is just %vhat happens to money 
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if placed where it cannot be exchanged. Hence both the money 
and the bill liave value for precisely the same reason, and lose 
their value under the saino circumstances. Hence it is clear 
that tJie value of money is only more (jmeral than that of a 
Bill. It Is only a difference in degree, but not in kind. 

Now it is nr»t, perhaps, to l )0 wondered at that (iuesriay, who 
w'as a physician, should not have seen clearly the nature of 
Credit. ButLe Trosne was an advocate : ho must have studied 
Roman Law, He must have known that IVoperty is divided in 
Law, into Corporeal and Tn(‘or|)oreal, and he must liave known 
that Iwight.s^ or Incorporeal Property, are oxjut.ssJj incliu 
uikUt the term nur- or and 

iiKleed in every system of I^aw, and, tiiei’efore, we may well bo 
sui’priscd at liis feeling, any diiliculty abont Credit being Wealth. 

In fact the Physiocrates hill into exactly the same eri'or with 
regard to CJredit, as tliey diad delivered the world from witli 
resijoct to money. In Ihe reaction against, tlie Mercantile System 
it was said that money is only a sign, or re[)resenlative, of 
wealtli. The Physioeraics shewed that money is not a sign, or 
represen tali VO, of wealth, but an actual sj>ecies of wealth, or 
morch an dize, i tsel f. 

But they saw that tliough a sjicclcs of wealth itself, its only 
use is to 1)0 exchanged for other things; hence they re[>eatedly 
y'llled it an Onler, or Bill of Exchange, or a Title to be paid in 
|‘oods. 

Now Lc Trosne says that Credit is not Wealth, but only a 
title to be paid in Wealth, 

It is somewhat remarkable that it escaped the sagacity of the 
Physiocrates, that if money l)e an. Order, or Title, or Bill of 
Exchange, it follows that a Bill of Exchange or other form of 
Credit, must be a species of money. For credit clearly beavvS 
the same relation to money that money does to goodvS. And as 
money is not a sign or representative of goods, so neither is 
credit the sign or njrresenUdive of money, but is an article of 
separate independent value, and forms the subject of the most 
gigantic commerce in modem times. 

20. The Physiocrate doctrine that Productive labour is only 
that which is employed in obtaining the produce of the earth, 
was not more logomachy. They based their whole theory of 
taxation on it; they maintained that all taxation should be 
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laid directly on the Pi*odiiU net of land, and that all other 
classes of persons ought to be exempt We niust reserve any 
examination of this theoiy till the chapter on taxation. But we 
may simply say that, as they maintained that all commercial 
profits are made at the expense of the State, and opposed to 
the interovSts of the State, it seems very strange to hold that all 
these profits slioiild lie exempted IVom contributing to the 
wants of tlie State. And farther, as they held that ail these 
profits are obtained at tlie expense of the original producer, it 
seems very strange to say that all taxation siiould be laid on 
him, and all those who make prolits at his expense sliould go free. 

30. The Physioerales have the immortal glory of having 
established absolute Ireedom of trade in every particular, on a 
giHiat moral l).isis, as the fundamental right of mankind, proved 
to be true equally by abstract reasoning and practical experience. 
And they only missed the glory of seeing it finally established 
as national policy, by the French Revolution. In 1774, Turgot, 
the most illustrious of the friends of (iuesnay, Avas appointed 
Priuio ^[imster of France, and had the satisfaction of abolishing 
all restrict ion. s on. the luterual commerce, and the exportation 
of corn; and tlius was able to ghulden the heart of liis dying 
master, by seeing the first4ruit.s of Ids philosQpljy. And although 
this great man Avas driven from power by the selfish aristocracy, 
whom he would have saved from the catastro}>he that was irn- 
t)ending over them, I'ree Trufle doctrines had made such j>ro- 
gress tliat in I IS«,Mr.Pitt and the French Government concluded 
a treaty of Commerce and Navigation, l>y which all imiicdi- 
mentfi to the free intercourse betwcciii the nations Avere 
abolished, and tlie reci]>rooal and entirely perleot liberty of 
navigation and commejce between tlie subjects of each party 
in all and every the kingdoms, states, provinces, and terri- 
tones, subject to tlieir Majesties in Europe for all and singular 
kind of goods in these places” was established on the payment 
of moderate duties, 

Kut the ddugo of tlie French Revolution swept away this 
jcneficent M'ork, and re-plangod the nations into Economic 
darkness, Irora which England only began to emerge in 1822, » 
and the glory of finally assuring the triumph of Free Tnide * 
doctrines accrued to the disciples of the second school of^ 
hcoriomists by the repeal of the Corn Laws in 1846. 
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31. It is sometimes urged that the Physiocrates made the 
science of Political Economy too dogmatic, or a priorL But 
this censure must be taken with a qualitioation. If Ave kiiew«// 
the true principles of all things, then science would be entirely 
a priori. As Bacon long ago pointed out, tJie very perfec- 
tion of science is to attain the a priori state; and the more true 
principles arc discovered, the more it ajAproaclies the a priori 
state* Now the l^hysiocrates, contemplating the position of 
man on the eartli, and the evident intention of tlie Creator, 
arrived at the principle indaciirely that Freedom of Person, 
Opinion, and Contract, or Exchange, are tlie fundamental j*ight3 
of mankind, most condiu-ivc to human hap])iness, increase, and 
improvement, and that all violations of them are injurious to 
the human racje. 

Adopting, tiien, those fundamental principles, tliey found a 
state of society exLsling, altogether violating these riglits, and, 
therefore, afflicted with innumerable evils. And has not history 
amply vindicated their doctrines? For what have brought the 
greatest evils on men? Slavery, Religious Persecution, and Com- 
tnercial Restrictions. During the last 1800 years, what have 
been the causes of the greatest number of wars? History 
answ'ors — Religion and Coimnerce. If the doctrines proclaimed 
by the Physiocrates had always been held to be true, as tliey 
now are l)y all enlightened })ersons, uine-toiitlis of the Avars 
AAdiich liave desolated the earth during the last eighteen cen- 
turies, would never have occurred, 

32. The great speculators of the middle ages held tlie material 
Avorld in Ioav esteem, as unworthy of the attc-ntion of pidlosophers. 
But it is the glory of tlie Ihiconian PJiilosophy to have extended 
the dominion of mind over matter, and brought into subjection, 
and turned to profit the forces of nature. The philosophers who 
proclaimed that Law is of Divine institution, and that there 
is a system of laAV, which is iimately right, anterior to all human 
laws, confined their ideas to moral rights. But it is the glory 
of the Quesnayan, or Economicrtl Philosophy, to have shcAvn that 
there is a great moral relation existing, not only among men, but 
connecting man Avitli the material w'orld, most intimately con- 
nected with the well being of the human race, which is capable 
of being discovered and established by human reason, as Avell as 
any of the other sciences, >vhioh are rightly considered as the 



74 


PlilNCIPLES OF ECONOMICS. 


III. 


triumphs of the Imman intellect. Thus Bacon extended the 
dominion of mind over matter, and Quesnay aacerlained the 
rights of man relating to matter. 

33. Tile l^hilosophy of tlio Economists differs from all others 
in taking the individual man as the liasis of society. Almost all 
other systems ho]<l tlio imlividual as subordinate to society, and 
it is certain that imlividual jiroperty is not that whu?h originally 
prevailed tliroughout the world. But instead of sacrificing man 
to society, the Economists declared that society is only insti- 
tuted for the j)ur])ose of preserving and defending the rights of 
the individual. “Governments/’ says Turgot, “are apt to im- 
molate tlie well being of individuals to the ]>retended right of 
society. They forget that society is only niailo for individuals, 
and that it was only instituted to protect the right of all in 
insuring the performance of mutual duties.'’ 

How miudi in advance of their age the Physiocrates were, can 
only beajipreciated hy those who will take the pains to ac(|uire a 
knowledge of the state of society and o|>iriion, when they lived. 
It is inaiiihisily quite impossilde to give any adequate jnedure of 
that ill the limits of this work. It is sutlicierit to say that they 
were the leaders of mankind in tliat great change or inovenient, 
as it has been called, of society from Status to Contract^ and 
their principles an.* constantly gaining inlhience throughout tlie 
W'orld. Therefore, ahhough certain portions of their doctrines 
may lie erroneous, and have been set aside by subsequent, Econo- 
mists, they are entitled to ini])erishable glory in the history of 
mankind. 
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Section IIL The Second School of Economists. 

Adam SatiTii — Ricakoo — J. B. Say — J. S. Mill. 

34. Tlic Pli ysiocrates had placed the doctrines of Free Trade 

on an impregnable basis, but the distinctive doctrines of their 
school, that neitlier labour nor coininerce are productive ofi 
wealth, or can enrich a nation, and that in commerce neither; 
side gains nor loses, vven3 so manifestly contrary to the plainest^ 
experience of facts, iliat it was inevitable that they slioiild- 
be speedily overthrown. / 

Accordingly in the same year, two writers, Adam Smith, 
in Scotland, and CoTidillac, the well-known metaphysician, in 
France, wlio were the friends and associates of the Economists, 
and emanated from tlieir school, published works independently 
of each other, demonstrating tliat labour and commerce are 
productive of wealth, and enrich a nation, and that in commerce 
botli sides gain, which had been mainlaiucd by Boisgui Hebert 
more than half a century before, and that it is advantageous 
to both nations. This piwed, therefore, that all nations are 
interested in e/ich other’s prosperity and well being, instead 
of tlioir destruction, as was the hideous doctrine of the 
Mercantile System. 

35. Smith and Condillac arc the heads of tlie two modern 
schools of Economists. Smith’s work attained immediate 
reputation, and became the standard one in Europe on the 
subject, Coiidillac’s was neglected at the time it was published, 
and was speedily forgotten; but his view of the subject has been 
revived of late years, and is now rapidly gaining the ascendancy 
in Europe and America. Hence we shall naturally speak of 
Smith’s Avork first in historical order, 

36. Adam Smith, who first i>ublisbcd a work on Political 
Economy which greatly influenced public opinion in this country, 
was born at Kirkaldy, in Fifeshire,in Scotlan<l, on the 5th June, 
1723, a posthumous son of the Comptroller of Customs there- 
He was sent to the University of Glasgow in 1737, Avlierc he 
gained the Snell Exhibition to Baliol College, Oxford. He 
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resided at Oxford for seven years. In 1748 he delivered some 
lectures on rbetorie and bcUes lettres in Edinburgh, under the 
patronage of Lor<i Ivariies. In 1751 he was appointed Professor 
of Logic, and in the following year, Professor of Moral 
Philosojdiy in tlie IJniversity of Glasgow. In his lectures it 
is said that he advocated the doctrines of Free Trade which 
Avere llion generally adopted l»y tlu* most enlightened men in 
France, Italy, and Spain ; but no account of these Icctnres lias 
been pre.servxvl, and so we }ia\'e no means of conijiaring liis 
views then, witli those published in tl*e Wealth of JS'atlom 
in 177(». 

In I vf-l Sniitli aocijpted tiie appointment of tutor to the young 
Duke of Buocleuch, and in March 17()1 he set out with him for 
the continent. 1 hissing througli Paris tliey resided for about 18 
nioiiths at Toulouse. \Vli(‘ther Smith had any knowledge of the 
writings of the Kcononiists while at Glasgow, it is iin|)ossiblc to 
say, but it may l)e naturally assunual tliat be must Ijave become 
interested in them when he resided in Frances wlicre tlu^y were 
exciting great aUention. At Christmas, 1765, Smith and lus 
cliarge wc.mt to Paris, wliere thiw staid M]>out a j'ear, Smith lived 
on tiu ius of the greatest intimacy with (iuesnay, Turgot and the 
rest of the Economists, and held (iuesnay the chief of tlie school 
in sucli esteem that lie .had intended to have dedieated the 
Wealth if jVa/Aonn to him, had lie not <lied before its 
publication. It is impossible to say how much of the Wealth 
of .Xatioiis is original. t»r how much ho adojited from the 
Economists, or wlietlier it would ever have been pubiislied at 
all, if it had not hoen for his intimacy with them, and if he had 
not Avishod to cin rect the i*imdamenta] errors of tlveir syst( 3 m. 

In 17(H) Smith returned to England, and settled himself at 
Kirkaldy for ten years, <luring which he was employed in the 
composition of the Wealth of jYat/lo'nSj Avhicli was [lublislied in 
1776. 

37. The Wealth of Nallons is divided into 5 books, the first 
two only ot Avhicli give Avliat may bo called the positive part of 
the science as understoo'l by him. The lliird book contains an 
interesting bistoricaJ ac'count of tlie Different progress of 
opulence in dhfererit nations.” Tlie first eight cluipters of the 
fourth book contain a complete exposition of the M(?rcantile 
J^ystem and its fallacy; and the ninth and last chapter an 
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exposition of the errors of the system of his friends the 
PhysiociMtes, tliough some do not admit its completeness, and 
he has moreover fallen into the same error l)iinself on the 
subject of unproductive labour, as lie proved tbern to liave 
committed. Tlio fifth book is on the revenue of the so%^ereign, 
or CO rnmon weal th . 

In the following remarks we can only trace the genera) 
outlines of Smith’s system: Ids doctrines on particular points 
are fully considered in their proper )>laces. 

We liave shown that in the passage in which it first occurs, ' 
the expression Political Economy is used to mean the method in 
which a Free State raises a revenm*. The Pliysiocrates used it 
to mean the entire system of Government. ^•Political Eco- 
nomy,” says Smitli, Tn.tro(hi*'ti<>n to B. IV., considered as a 
branch of the scfienco of a statesman or legislator, proposes 
two distinct obji^cts: first, to provide a ydentiful revenue or 
subsistence for tlio people, or, more properly, to enable them 
to provide sucli a rcivenue or subsistence for themselves ; 
and secondly, to supply the State or commonwealth with a 
revenue sulliiMent for the pulfiic jairposes. It |>roposes to 
enrich both tlic people and the sovereign.” Again, B. IV-, 
0. 9 , he says, speaking of the Physiocrates : — This sect, in 
their works, whicli are very numerous^ and wliicli treat not 
only of what is ]u’0|ier]y called IVylitical Eiconomy, or of the 
nature and causes of the weaUh of luiLians, but of every other 
branch of the systian of civil government.” Also — ^‘As the 
Political Elconoiny of the nations of inodeiai Europe lias been 
more favourable to manufacturo.s and furoign trade, the industry 
of the towns than to agriculture, the industry of the ^lountry, so 
that of other nations has followed a difierent ]>lan, and has 
been more favourable to agricTilture than to inaiiufaetures and 
foreign trade.” Thus Smith apparently meant by Political ] 
Economy that system of national policy wdiich was considered j 
most to favour the development of wealth in a nation: such as> 
tlie mercantile system ; tlie Pliysiocrato or agricultural system ;l 
and what is now called the F’ree '^IVade syKstem. 

Smith entitles liis woi*k An laquiry Into the N'ature and 
Causes of the Wealth of J^ations ” but he does not begin by 
clearly explaining what he means by “Wealth.” The Physio- 
crates did : they call Wealth all the products of the earth which 
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. lire exchauged. This ddiniliori, though too narrow in a philo- 
sophical sense, is at least clear and intelligible. Smith nowhere 
iells VIS exactly what he means by “ Woaltli.” But be re- 
peatedly speaks of tlui “real wealth of the country, the annual 
produce of land and labour.” In tlie next chapter we have 
shown that tliis dotiiiition is not clear; but without investi- 
gating it too closely here, Srnitli himself fouinl it to be inade- 
quate, so imder the head of fixed Capital, be enumerates the 
“ natural aiui acquired abilities” of all the inhabitants as part of 
the . wealth of tlie nation. Xow the “abilities” of the peojde 
cannot certainly be ealled the “annual |»roduce of land and 
labour.” Therefore lie at once admits that thr-re is another 
kind of wealth besides the “aiimial produce of land and labour,” 
and so at once overtlirows the fuihlaniental doctrine of the 
Physiocrates, that the earth is the onl3" source of Avealth. 

Again, under the title of Oa})itaI, he includes Paper Mone}’', 
or Paper Cnrren<\v of all sorts, such as Bank Notes, Bill.s of 
iix(*hange, &c. Xow tlieso are Credit. Therufore, Smith ex- 
pressly includes under the title of Capital. Now Credit 

is certainly not tin* “annual produce of land and labour,” or 
either of tlieni : and hence Smith admits the existence of a th-ml 
species of wealth, difierent in its nature from the other two. 

Thus, Smith coninuaices his work on too narrow a l»asis. Tie 
fills the minds of his readers with the Physioevato notion that 
all Wealth comes from the earth : and, tlierefore, tliat Labour 
and Materiality are necessary to We.allh : and tlien afterwards 
finding this definition <jnile inadequate, he ex]»ressly includes 
quantities by no means whatever the “annual produce of land 
and labour,” and AOt this never leads him to think of the ne- 
cessity of correcting and enlarging liis fundamental definition. 

Again, after laboriously inculcating the d<»ctriue that the real 
.'weallh of the country is the “ annual produce of land and 
’labour,” ho afterwards .says lliat unless it is exchangeable, it is 
,not Wealth at all. Hence the whole subject is thrown into 
irremediable confusion by Smith’s conflicting doctrines as to the 
very nature of tlio lundamcntal Avord of the whole science-— 
namely, “Wealth,” and the cause of Value, For one half of 
the work is based upon the idea that Labour is the cause of 
V^ilue, and the other half that Exchangeability is. 

Noav these two ideas are very far from coinciding; because 
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there are iiiaiiy things which may be the “ produce of land and 
labour” which are not exchangeable; and there arc most cer- 
tainly many things, in reality by far the greater portion of 
“ exchangeable” tilings, which are not the produce of land 
and labour ” at all. 

Hence the ideas of Wealth, as being the “ produce of land 
ami labour,” and as ]u*oceeding from “Exchangeability” arc 
totally distinct, and tatal to any scientific treatise w1ueh con- 
siders them as identical, or coincident. 

Nothing, too, can be more astonishing than the confusion into ' 
which Smith has fallen with res])ect to value in B. L, c. f>. He 
begins the cha|)ter by considering the value of a thing to be 
anything whicli that tiling can jmrehase, and therefore some- 
thing external to it ; and tlierefore as llie relation existing 
betwtjen two quantities whieh are exelianged. Very soon after- 
wards lie considers it to be the quantity of labour bestowed in 
obtaining the product itself. And thus lie starts tlie idea of 
there being something of fixed invariable v.aluo independently of 
anything (‘ise — a notion just as rational as to suppose that 
there is some single quantity wliicb is a fixed and invarialde 
ratio; or sonu‘ single quantity which is a fixed and invariable 
distance. 

The hoj)(?less perplexity and confusion into whicli the whole 
subject is tlu'own by these contradielory notions of the very 
fundamental terms of the science, thus render it quite useless as 
a general .scientific treati.se, whatever merits it may have on 
special points. 

The .solid ami re;il advance wdiieli Smith achieved tor 
the science was to class artisans, marnifactu rers, merchants, and 
traders as Productive Labourers, and to enforce the doctrine 
that in Commerce both sides gain. — And these, small as they 
may appear, w’ere really of the <le<ipost national importance, 
and worked a complete chatige in national policy, 

39. The incongruity of ideas as to “ Wealth ” and “ Value ” 
in the Wealth of Nations gave rise to two distinct classes of 
Economists 'who adopt the diifereTit halves of the ^vork. 

The first that we shall mention is Ricardo, who perceiving 
this incongruity, says p, 5. — “Adam Smith, who so accuratoM 
defined the original source of exchangeable value, and who was 
bound ill consistency to maintain, that all things became more or 
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Uoss valuable in proportion, as more or less labour was be- 
,^tgwed on their production, has himself erected another standard 
'Measure of value, and speaks of things bei/ig more or less 
jv^aluablo in {>roportioii as lliey will exchange for more or less of 
jthis standard measure. Sometimes he speaks of com, at other 
times of labour as a standard measTire ; not the quantity of labour 
bestowed upon the production of any object, but the quantity 
which it. can command in the mnrk(*t ; as if these were two. 
equivalent ex]>ressioiis, and as if because a luaifs labour had be- 
come doubly ethcient. and lie could therefore produce twice t he 
(piantity of a commodity, he would necessarily receive twice the 
ibrmer ejuantity in exchange for it.” 

Ricardo, tlierefore, deliberately rejects exchaTigeability, and 
adopts labour as the cause and measure of Value. He calls his 
book, lYiaeiplrs of PoVitJcal Pxmoniy and Taxatkm f but 
this is a misnomer. Me exj>ress1y confines his inquirie.s to the 
principles w’hich govern the value of “ commodities which can 
be increased in quantity by the exertion of human industry, 
an^fcm tin? production of which competition operates without 
^ restraint.” 

. Ricardo begins by expressly limiting his inquiries to 

^^uch articles, he very soon loses sigl\t of this limitation, and 
^applies bis doctrine to all commodities; and ns the tbllowers of 
a master invariably exaggerate his tlcfecls, Ricardo’s admirers 
adopt this exUaision of his doctrines to all commodities, quite 
overlooking the liict that- he began his w^ork by limiting them 
only to certain classes. 

Ricardo’s work should not tlierefore have been called the 
Princrplcs of Polltkol Parhomy generally, but ratlier a Treati.se 
on tlie princi].»les wdiich govern tlie value of corn, minerals, and] 
manufactures, with observations on w^*iges, profits, and taxation^ 

The fundanuuital objection to Ricardo’s system is this — that 
he divides the small number of articles ho does treat about into 
sepanite classes, and endeavours to discover a distinct Law of 
Value for eacii class. Now tliis is utterly contrary to the spirit 
and fundamental priiicijiles of Natural riiilosophy. The general 
principles of Natural Philosophy w-hich dominate each separate 
science show that, there can be but one General Theory of Value 
w^hich governs ail i>l\euomena, althq^h it is liable to be raodl- 
fle<1 by disturbing causes in dilFcreiit classes of cases. Sir John 
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Herschel, in a passage we have quoted in a subsequent chaptei 
has exactly pointed out the true objection to the whole- system 
of Ricardo and his followers. Tliey imagine that there is some 
point at which prices have a tendency to rest: but that is not 
true; they are in perpetual oscillation; and the true object of the 
Physical Economist is to discover the Law of their variations. 
Tlie price of things at any gi ven time can only bo an example of 
the General Law which governs their price at all times. la 

science, as Ricardo an d ihia 

Ricardo justly censured Smith for his inconsistency of ideas 
with respect to value. Rut he falls into exactly the s.ame error 
himself. He begins his work by saying: “The value of a 
commodity, or the qimntity of any other commoditv for which 
it wilt exchange,” and tljcn at p. Im says— “ I cannot agree 

with M. Say in estimating the value of a commodity by the 
almndanco of other commodities for which it will exchan<»e.” 

Ricardo then, j). 4, adopts labour as the foundation of the" 
exchangeable value of all things, excepting those xrhich cannot 
be increased by human iudustiy. Rut unfortunately, he soon 
forg(;t.s this important exception, whicli include, s by for the 
greater portion of valuable things, and saysp. 13.— “In speaking, 
however, of labour as being the foundation of all value.” Alra 
at p. 19.—“ To convince ourselves that this is the real founda- 
tion of exchangeable value.” . =• 

Ricardo therefore considers “ the quantity of Labour ” embodied 
in obtaining any commodity a,s its v,alue. making value to be 
something absolute jukI itdiorent, caused by labour. Thus ho 
says in chap, xx., on the distinction between v.alne and riches; 
“^riic labour of a million of men in nnaniifactiires xvill always 
produce the same value, but will not always produce th© 
same riches.” That i,s to s.ay, whether the m.anufoctures pro- 
dneed by the labour of a million of men sell for a million of 
pounds, or for ten pounds, they are of the same value ! 

Ricardo was so enthralled by tlie theory that labour is the 
sole cause of value, that at the end of tlie same chapter ho 
maintains that natunil agents, such as the sun, air, climate 
though, they add greatly to value iu use, never add 
chwgeable vMue” to a commodity, and “as they perform 
their work gratuitously, as nothing is paid for the use of air, 

a 
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of heat, and of water, the assistance which they afford us 
adds nothing to value in exidiange.” Such a doctrine as this 
needs no more than a simple statement to insure its own 
refutation. 

The doctrine that labour is the sole cause of all value, spread 
like a canker over the Avorks of KngHsli Econoniists. Thus, 
McCulloch says \a the introduction to his edition of the Wealth 
Nature is not niggard or parsimonious. Her rude 
products, poAvers, and capacities arc all ailbrdcd gratuitously to 
man. She ncitluM* deiiiands nor rctauvcs an equivalent for her 
favours. An object Avhioh may be appropriated or adapted to 
our use, Avitliout any voluntary labour on our |>nrl, may be of the 
very highest utiliiy; but as it is the free gift of nature, it is 
ijuite impossible it ca?i have the smallost value.” He also 
maintains that “the oxcbangeablo value, or relative Avorth of 
commodities, as compared with eaeh otlier, depends exclu- 
sively on the quantities of lr»bour necessarily required to pro- 
duce them.” The jiianifest al>surdities to which such doctrines 
necessarily lead are exhibited in a subsequent cljapter. 

40. Before pursuing the line of Englisli EconoTuics, Ave must 
notice the Au:*ry distingiushed French Economist, J. B, Say, Avho 
the founder of tlui second scliool of Economists in PVauce. 
He publislied his lirst treatise in 1803, but as the la editions 
of his AAXU'k, and his otlu r Avorks, Avei*e publisbeil after Ricartlo, 
and he discusses Ricardo’s doctrines in tlicin, we took Ricardo 
before him. 

The Economists, or Physiocrates, narrowly Tnis.sed the glory 
of seeing their doctrines of Free Trade inaugurated as national 
policy on the overthrow of the Mercantile and Protective Sys- 
tems. The awful catastrophe of tlie French Resolution took 
aAvay the attention of men’s minds from Economics, and AV'hen 
things lunl somoAvhat settled down, Smith’s work was the prin- 
cipal one in Europe. J. B. Say’s TraUe was published in 1803, 
and he Avas the first to confine the name of Political Economy, 
to the Production, Distribution, and Consumption of Wealth.— 
"‘Politics, properly so called, the science of the organisation of 
societies, has long been confounded with PoliticaL Economyj 
which teaches ho w' the riches which satisfy the wants of society 
are formed, distributed, and consumed. Yet wealth is essentitoy 



§ 39 , 40 .] 


X B. SA.Y. 


83 


|independent of political orgaaisation. A state may prosper 
/under all forms of government, if it is well administered*’’ 

TJiis great work was the leading one in Franco until the rise 
of the new scliool of Bastiat and Alichel Chevalier, 

In this place we can of course only give a general outline of 
its system, without entering into all its merits. But it may be 
said that J wJB>> ^xy ^1^ ‘gogly insists that Economics is aii Expe ri» 
mental im d an lB(liicIlKeT^Sic«"jaSTmiF(~^^ 
iViatism, as so many had made it. It is oritlreTy''S^^^^ . 

The Physioorates liad made the “ Production, Distribution, 
and Consum[»tion of AYcalth” ]>:u*t of tiioir general system of 
Political Economy, but this referred oxclusivoiy to the material 
products of the earth. Sinitl). began Avitlj this limitation, but in ■ 
the course of his work incidentally enumerates the abilities and 
talents of the inhabitants, as well as paper credit, under tlie title 
of capital. But this is done in so cursory a manner that most 
persons believe lu? restricted the name of Wealth to material 
wealth. But J. 1>. Say at tlie beginning of his work empha- 
tically lucliidos talents as national wealth, and says a day’s work 
has its value, the advice of a i>hysician, a theatrical pcrfoi’inanoo, 
have value like the fuaictioc of an advocate, and the goodwill of 
a shop, and under the title of wealth and cayutal he elasses 
instruments of credit and tlie public funds. Thus J. B. 8ay 
distinctly recognizes and adopts the three species of wealtli. 
Material or Corporeal, Immaterial, and Incorporeal. He liad, 
therefore to enlarge the definitions of I^roductioii and Coiisumj)- 
tion to include them. He defines Production to be the adding^ 
of value to an oVgect, and this may he eitl\or by obtaining it, or 
manufacturing and lashioning it, or by transporting it from one 
place where it is less valuable to wdiere it is more valuable. , 
Thus commerce of all sorts is one species of production. Thus t 
8^ notioi uT of P roductive Ij.-ibonr. > 

Say defined Consumption to be the destroying FIT<T"v^ a 
product; and he says that everything is i>rod need for the pur- 
pose of being destroyed- — a proposition manifestly erroneous* 
[The Physiocrates wdio adopted the w'ord Consumption meant 
murcha^e in the first instance, and as they chiefly looked to sub- 
fsistence they incidentally spoke of destruction. This second 
sehise of Consumption, as meaning destruction, henceforth be- 

G 2 
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came the predominant one in Economics, to the great confusion 
of the science, and the propagation of much error, as is more 
fully shewn in the next chapter. 

Under the hea<l of CoiisumptioTu Say, 4pplude^,^X^^ 

Say’s works abound with philosopliical observations^ and the 
.^most valufible details. But, unfortunately, by adopting defini- 
0ion.s of words without duo attention to the geiierMlity of their 
! iaeaning, and llie consequences wliieJ) Ilow IVoni the ditterent 
j meanings of words given in diilercnt places, he is led into much 
^^bntradiction of doctrine. The whole of his system is cumbrous 
and heavy, and all the truth l>o states c.an be infinitely better 
♦ exhibited under the method of Exchanges. 

On one subject, however, Say. has been the cause of much 
miscluef. He himself expressly classes instruments of credit 
un4tr the title of wealth, .and in a dozen liHIerent places says 
' they may be used as Capital. But in unutber place after tlie 
.^tlibst extraordinary self contradiction, lu.* says, Unit Credit is 
.not ca|)itah V>oeause the same thing cannot l>e in two places 
jpneo; and this piece of absurdity has ever since been flung at 
'%o heads of those wlio say that cnidit is capital ; luU w^c liave 
^^laccd the original j^aasage biTore our readers in a subsequent 
chajiter, and they can sec not only that it is an entire con- 
tradiction to what he has lnm?elf said in a iiiultitiule of places, 

f \ < , i. 5 

bm itself simply uninteUigible nonsense. 

'■ 41. The List work of tliis scliool that it is ijoccssary to notice, 

is Mr. John Stu.art Mill’s ./^/‘hiriples of I^olUicdl Economy. 

The Physioeratos spoke of the Protluetion, Distribution and 
Consumption of Wealth, which cxpio.s.sion when really exjrmined 
by their own explanation, meant the science of Commerce 
or Exchanges; the iiitcvmcdiate term Distribution nmaning 
nothing more than the intermediate exchanges, or sales, a 
product goes througli between the original producer and tKc 
ultimate consumer. And they, and all sub.sequent Economists,! 
■wlien they used the w^ord Distribution, meant distributioii 
by exchange, or sale, only. | 

A Exchange, tinder 

the bead of Distribution tie bus included an account of setreriiJ, 
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forms of Socialism, Wages, Rent, Profits, and inheritance and 
bequest. Now what has Socialism to do with Exchange? 
S()ci:ilisin is for the avowed purpose of abolishing Property 
and exchange; whereas Economics is exclusively founded on 
Property. Nor is it in accordance with the scientific unity 
of the subject to class inheritance and bequest along with 
distribution by means of an exchange. Under Distribution 
he also examines wages, rent, and profits; but wages, rent, and 
profits arise out of an exchange, and come properly under the 
Theory of Value. Mr. Mill is indeed sensible of this, and 
speaks of being fible to anticipate a small portion of tlie theory 
of value before he comes to treat of exchange. But wages, 
rent, and profits are by no means a small |)ortion of the theory 
of value, and all other Economists who classed them under 
distribution, did so, because they \vere a portion of distribution 
by means of exelnmge, and did not make exchange a separate 
division from distribution. 

42 . Mr. jVIill h<a aJibo..ikiIed , with .respect to tlie Aexm. W eal th . 
Ho says it is no part of the design of his treatise to aim at 
meta[>hysical nicety of definition when the ideas suggested by 
a term are already as determinate as practical purposes require : 
and that gv^^ a notion correct for common 

puijK)ses of ^ Butjj m 

the.casQ- only iiave many bloody 

wars been w'aged, which gre^v directly out of the meaning of 
tlie word Wealth, but at this moment, the widest cliflerenoes of 
opinion prevail among Economists as to the true meaning of the 
woi‘d, and as to what should be included under the title, and 
Mr. Mill is quite inconsistent with himself with rcs[>eet to its 
use. Thus, at p, S, lie says — ‘•Everything forms, therefore, a 
part of Wealth, which has a power of purchasing,” Now, this 
is the true definition of Wealth, and embraces everything that 
can bo bought and sold : it includes the three species of exchange- 
able quantities which we have spoken of already. Ami Sir. IMiil 
here makes wealth to depend upon exchangeability only, 'which 
is strictly in accordance with the definition which prevailed in 
ancient times. The production of Wealth must, therefore, in- 
clude the production of anything which is exchangeable. But, 
at p, ho says — “The production of wealth; the extraction 
of the instruments of human subsistence and enjoyment from 
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the materials of the globe.’* Now, here Mr. Mill haa relapsed 
into utter physiocracy, and makes all wealth come from the 
earth, which all exchangeable things do not, and the idea of 
exchangeability, which has invariably been held to be the charac- 
teristic of Wealth, has disappeared filtogether from the definition: 
and he afterwards in lb I., chap. 3, § 3, expressly restricts the 
term to material wealtli. It is evident that this latter restric- 
tion is quite incompatible wdtli the first defiiiition. 

The fatal defect of this inconsistency is seen Avhen he comes 
to speak of Capitid and Credit. He lays dowm fundamental 
propositions regarding Ca]>ital, wlricli are manifestly erroneous, 
even wdien a})plied to material things, and are altogether in- 
applicable to many kinds of prop^erty, which he lias omitted, as 
more fully show'ii in the next chapter. 

Mr. Jlilfs vSy.stem of Political Economy is only Ricardo’s 
enlarged, and hence tlie same fundamental objection applies to 
it as to Ricardo’s. It is statical, wliereas Kconomies is dyna- 
mical. Mr. 31111 has not only adopted Ricardo’s system of 
separating EcoiKunic qrnmlities into several classes, and endea- 
vouring to establisli a ditferent fiuidarnontal theory of vrdue for 
each, but he has added several distinctions of his own, which 
only add to the confusion. 

43. 13iU the latal defect of JTr. ilill’s wmvk is of a different 
nature*. Smith in the Wealth of XationH classes i>a})or cur- 
rency under Capital. Now paper currency is Credit, and Credit 
is the type of a class of properly quite distinct from money, 
lands, liousos, &c. It is called Incorporeal Pro}:»erty. In the 
days of Smitli it was ol' coraparatively small magnitiide. But 
since his time it has increased at an immensely greater ratio 
than corporeal ])roperty. When a great author has written a 
work, the copyright of tliat work, perhaps, may sell for £10,000. 
Now that copyriglit is the produce of lal>our, and is Wealth. 
Again, when a person has traded long in a district, and has 
made a reputation, the Goodwill of the bu.sines.s is a valuable 
property, and may Ijc sold, and is 3Vcalth, Now*' the Copyright 
of a Work and the Gooflwill of a business are as really the pro- 
duce of labour as any material object whatever; and, they are 
certainly not extracted from the materials of the globe; , There 
are besidej? . otner quantiiies of Incorporeal Property of immense 
magnitude, which are more fully mentioned in the next chapter. 
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Now Mr. Mill’s definition of wealth, as being everything which 
has power of purchase, is large enough to include this property, 
but yet he wholly omits it, as if he w^'ero ignorant of its existence. 
Economics treats about property; and tlierefore it must incliido 
all kinds of j)roperty; and a book on Economics which wholly 
omits Incorporeal Property, is just as imperfect as a book on the 
Law of Property would be, which entirely omitted incorporeal 
Property. 

Now Credit is one species of Incorporeal Property, and very 
few persons indeed have any just idea of its enormous magnitude 
in this country. It appears that in the year ending 30th April, 
1872, there passed through the Clearing House of London the 
sum of £5,359,272,000 in Credit. Now this Credit performed 
exactly the same functions in commerce as money. And this 
enormous sum was only, after .all, a small fractional part of tho 
Credit in the country; for it was nothing but the claims of 
the fjondon Banks against each other. There are several other 
clearing Imuscs in theoountry; and besid<*s that, there arc all the 
internal Credit operations of llie ililfcrcnt banks, and commercial 
creilit. Now if this credit had not existed, it w^oiild have 
required an equal amount of specie to have carried on the 
same business: and it is easily seen that all tho^gold in the 
W'orhl wx)uld not sullice to carry on the commerce of England 
for a single year. 

Now tins iintnonse mas.s of Credit is Exchangeability, or 
Value, pure and simple, stripped of all association of labour and 
materiality, .and it tries to the quick, the doctrines laid down by 
Mr. Mill respecting AV^'ealth and Capital : and in the chafUer on 
Credit we have shewn Mr, Mill’s strange inconsistencios on the 
subject of Credit, ilowiiig from his unsteady conception of its 
nature. 

But this species of property opens up considerations of a still 
more interes ting character. Tlie.se £5,000,000,000, wh ich ])assed 
through the Clearing House, and performed tho functions of 
money are Credit, or Circulating Debts. Now, for a long j)eriod, 
mathematiciiins have declared that Debts are Negative Quan- 
tities ; that is if money is called debt may be called 

negaiive. We have already seen, what we shall shew at greater 
length in the ne.xt chapter, that the lioman Lawyers expressly 
eWssed debts as Wealth. Nom% what can be the meaning of 
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this? What can be the meaning of a Negative Economic 
Quantity? What is there in Mr. Mill’s work to give thefaintcist 
clue to the solution of this enigma? And yet the commerce in 
these Negative Economic Quantities is the most gigantic of any 
in modern times. The quantity of money used in commerce is 
utterly insigniiicant when compared to the quantity of Credit. 

44. This school of Economists had the glory of finally placing 
the doctrines of Free Trade ujmn an imperishable basis in 
England, and, therefore, in process of time of securing their 
establish niejit throughout the world ; and in the course of various 
discussions which have taken place, many isolated doctrines 
have been proved. 

45. But the fatal defect of the system of this school of Econo- 
mists is exactly what hjis been described by Bacon in the 
Kovum Orgamim, It is reared iq) on too narrow a basis of in- 
duction. The writers of this scliool tak(‘, only a small class of 
objects which liavc value, and found general propositions upon 
observations made from this single class, which even if true, are 
only applicable to tbom, and arc not generally true, ^fhey have 
forgotten the very first precept of llm Baconian Philosopliy — 

Man the servant and interpreter of nature, can do and under- 
stand just so much as in fact or thought, be has observed the 
order of nature, ami lie neither can do nor know more.” Now, 
wliatcver view be taken of Political Economy, at all events it 
deals witli all sorts of proj>erty, and M'ith all commerce. Cori- 
eequently a knowledge of the Law of Property, and a thorough 
knowledge of the mechanism of Commerce is simply indis- 
pensable to an Economist. But those who write upon Econo- 
mics take no iiains to make themselves acquainted with law, or 
the simplest facts of commerce. And the consequence is that 
instead of an intelligildc exposition of facts ex])ressod in scientific 
language, we have nothing but literary dogmatism. 

Tlie ruin of this school in England is owing to the notion that 
Labour is the cause of, or ev(;n necessary to, Value. The 
followers of Bioardo assert that all value is due to human 
labour; whereas, as a matter of fact, tlie least acquaintance 
with practical busiiK*.ss would have shewn them tliat by fiir the 
greater portion of valuable things have no labour connected 
vyith them at all. The consequences of this false notion are 
^iacily de^-cribed by Bacon — ‘^The human understanding when 
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it has once adopted an opinion (cither as being tlie received 
opinion or as being agreeable to itself), di'aws all things else 
to support and agree witli it. And though there be a greater 
numher and %mighl of instances to he found on the other side^ 
yet these it either neglects and despises, or else by some distinc- 
tion sets aside and rejects, in order that by this great and 
pernicious predetermination, the authority of its former con- 
clusions may remain inviolate.” ' Again — Men believe that 
their reason governs word.s; but it is also true that words 
re-act on the understanding; and this it is tlmt lias rendered 
philosojdiy and the sciences sophistical and inactive. Now 
words being commonly j'ramed and applied according to the 
capacity of the vulgar, follow those lines of division, which 
are most obvious to the vulgar understanding. And whenever 
an imderBtanding of greater acuteness or a more diligcait observa- 
tion would alter those lines to suit the true divisions of nature:?, 
words stand in the way, ami resist the charge?,” ” Now this is 
unfortunately tlie case with this school of Economists. InsU^ad 
of searcliing out and collecting all species of Economic quantities 
before they commenced to frame their general Conceptions, and 
making them wide enough to embrace all species of quantities, they 
begin by filling and o))seuring the minds of their readers with 
conceptions and doctrines drawn from only one small class of 
Economic quantities, mid hence as these fundamental conceptions, 
these “ notions of the mind (wliich are as the soul of words and 
the basis of the wdiole vStructuro) are imj>roj>erIy and over hastily 
abstracted from facts, vague, not sutllciently definite, faulty in 
short in many ways, the whole edifice falls in ruin.” ^ 

The lact is that Economies has burst the bonds of the Physio- 
crate nomenclature. Tlie fimdamental conceptions of the 
Pliysiocrates were framed to include material products only ; 
and when the second school came, and included in the science 
things, such as immaterial jiroductc, Avliich were not eon- 
temjilated by its founders, tliey stretched the <lefinitions so as 
to include these new objects. But the attempt was hopeless, 
and only led to confusion. It was like putting new wine into 
old bottles: and Bacon says it i.s idle to expect any great 
advancement in science from superinducing and engrafting new 

' JVor. Org.^ li, Aph, 46. Xoi\ Org„ B. 59. 

‘ ^ Bacon. Inst. Alag. Opt, 
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things upon old. We must begin again from the rery founda- 
tions. Smith observes that some of the best English writers 
on commerce set out i\'ith ob.sei*ving that the wealth of a 
country consists not in its gold and silver only, but in its lands, 
houses, or consiiinable goods of all differents kinds. In the 
course of their reasonings, however, the lands, houses, and con- 
sumable goods, seem to slip out of tbeir memory; and the 
strain of thtur argument frcHiuently supposes that all wealth con- 
sists in gold and silver.”* So it is with the writers of the 
second school of Economics, avIio define it to be the Produc- 
tion, Distribution, and Consumption of Wealth, or something 
of that sort. They in some places adTuit that immaterial and 
incorjjoroal objects are wealth, but in the course of tlnur argu- 
ments they invarialdy relapse into Fliysiocmcy, and all their 
general concept i<.)ns and <h>ctrine.s are founded on olisorvins^ a 
few classes of material objects only, an<l not even all classes of 
material objects, arnl consequently they no more fit tlui fat'ts of 
nature tluin the clothes of an iiitanl will fit a full-grown man. 
To obtain a fitting general coiicejitioa of tlie science we must 
turn to another scliool of Economists. Therefore, although 
the second school of Economists have rendered great services 
to mankind, and a<l<led many isolated truths to the science, yet 
their Systkm, like that of the Ph3ssiocratcs, has passed awvay, 
and lor the same reasons — it is not genej'al — it is totally repug- 
nant to the fundamental ])rinci}>lcs of Naturfil Philosopliv" — and 
it is not conformable to nature. 

Principiis tainen in rerum fecerc niinas 

Et gra viler JMagni maguo cecidere ibi casii; 

♦ ^ * ,|c Iti 

AmPLEXI (>U0D UAlUiMT PKK VERSE PE IMA VLAI. 

* B, IV , c, 1. 
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Section IV. The Third School of Economists. „ 
Condillac — Whately — Bastiat — Che yalier— Perry. 

46. We now come to the third school of Economists. 

We l)avo already said that when the Physiocrates spoke of 
the Production, Distribution, and Consumption of Wealth, they 
meant nothing more tlian Commerce, or Exchange. But their 
ideas only embraced material products. Production meant 
bringing the rude produce of the earth into commerce, distribu- 
tion meant the intermediate sales, and consumption meant final 
purchase lor use. The second school of Economists retained 
this name for the science of Political Economy, or Economics, 
but introduced into the >science object»s not included by the 
Physiocrates, to the great disturbance of its nomcncAature. 
Several of them in this country made labour the cause of all 
value. Seeing, then, the general purport of their works, we 
camo to the conclusion that Political Economy is nothing but 
the science of Exchanges, and that whatever is exchangeable 
must be included in it. At the time when we came to this con- 
clusion we were not aware that any one else bad expressed a 
similar opinion. But we afterwards found that Whately had 
said the same tiling in his lectures at Oxford. The first 
edition of this work, published in 1857, was the first work 
oil Economics which formally included the Fremii Rights to 
Ihiture Fayment as Economic Quantities, and gave an ex- 
position of the actual inechanisin of the commerce in debts, or 
the great system of Credit and Banking. Also, seeing the gross 
and palpable error of making labour the cause of value, we 
shewed that Demand is the sole origin of Value : and that it is 
not Labour which is the cause of Value?, but Value which is the 
cause of or inducement to. Labour, Tliese conclusions are 
identical with those of Whately : and the first edition of this 
work was the only one we were tlien aware ot\ in u liich the 
science? of Economics was developed on this fundamental 
conception. 

47. But in the course of preparing our Dictionary of 
PolUicM Economy^ we came upon a work by the well known 
French Metaphysician, Condillac, which proves that he was the 
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originator of this idoa, and that he is entitled to be considered 
as tlie founder of tlie latest form of the science of Eooiioimcs, 
whicli is now rapidly gaining tlie ascendancy in Europe and 
America, from its manifest sujioriority to the two others we 
have discussed. 

Condillac’s work is called Xe Commerce et h Goar'icrnement, 
cojisklercs 7 '&aticement Vim a Vautrc, It was published in 1770, 
the s.anie year as SmiUi’s Wealth of JVatlons, and though in 
some of his doctrines a Pliysiocratc, lie rebelled equally witii 
Smith against their classing artizans, manufacturers and mer- 
chants as unproductive laboui’ers, aiul lie also maintains that in 
commenje l)Ot.h sides gain, wliich as we liave already said 
is the very advaiK*e that Smitli made in the science. 

Condillac intended to liave published three divisions of his 
work; the llrst, in wliich the principles of Economic Science or 
Commerce are explained ; the scsuind in xvhicli llie relations of 
commerce, or Economics to the (Government, and their reciprocal 
influence over each other, arc invesiigaUsl, and under this division 
comes taxation ; and the tlnrd containing a collection of practical 
examples, shcM ing the application of the principles developed in 
the tvN'o preceding parts ; nnfortiinately the third jiart was never 
published. 

4-^^, As this work is hut little known, avc shall give a some- 
what fuller analvsis of it than we should otherwise have done, 
because although liis pihiciples are almost idejitical with our 
own, we liad no knowledge of his work until long after our own 
\vas published, and it is only just that the iirst person who pub- 
lished these id<*a.s shmild receive due recognition. 

Condillac begins by saving at once tlial Economic Science 
is the Science of Commerce, or Exchange, thereby only ex- 
pressing the id('a *jf the Physiocrates as to the Production, 
Distribution and (Consumption of Wealth in a rmicli more simple 
and intelligible form, and also, which is its great advantage, in 
one which is Gmeral. 

lie begins by invtjstigating the foundation of the value of 
things, and sl) 0 ws tiiat it originates entirely from the wants and 
desires of men. These things winch satisfy some want, have 
utility ; and this rmnt^ or efif/lnmtion, is called Value. To say 
y |liat a thing has value, means that we tliink it useful for some 
purpose. 
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As people feel new wants, tliey learn to make use of tilings 
which they did not before. They give, therefore, value at one 
time to things to which at another time they do not. 

Now, when things are very abundant, they feel the want 
of any particular portion less, because they ai-e not; afraid of 
being without it. On the contrary, when things grow scarce, 
they feel the Avant more, because they may be without tlicni 
altogether. 

Hence tlie want, or Value of a tiling naturally Increases 
during scarcity, and diniinislies during plenty. During a very 
great plenty, this may dinvinisli to any degree ; on the contrary, 
during a vei*y great scarcity, it may increase to any degree. 
Hence it is the variations in Avauts that give ris^* to all variations 
in Value. 

Hence all Value resides in the Mind. But people have come 
to regard Value as an absolute qu.alily which is inherent in 
things, independently of the oi»inion Ave have of tlnun, find tliis 
confusion of ideas is the source of bad reasoning. Value is 
founded on estimation. 

Value, therefore, exists before an Excliange. Condillac blames 
the riiysiocrates for saying that Vjilue consists in the relation of 
one thing exdianged for another. Tliis criticism of Condillac's, 
however, is somewhat overstrained, because unless there be an 
exchange, there is no manifestation of Value, there is no pheno- 
mmon, wliich can be tlie subject of Economic Science. That 
science has nothing to do with jin impotent desire of the mind, 
which lias no external manifestation, but only Avith an elfectivo 
ilesire which jiroduces a phenomenon, or an eQect. So mechanics 
has nothing to do Avitli latent forces, Avliich give no outAvard 
sign of their existence, but only with the jyhmoimna produced 
by forces. So Avith credit, in a popular sense, credit means the 
estinuitioM of a imm’s solvency lield by the pnlilic, but Economic 
Science baa nothing to do Avith a man’s credit until he produces 
^an Economical iihenomenon by means of it ; that is until he 
makes a purchase by means of his credit, or promi.se to i)ay, and 
that promise to jiay, or right to demand payment, is credit m its 
legal, commerciMl, and Economic sense. 

Condillac lays dowm as his fundamental doctrine—*^ A thing 
has not value because it has cost much, as people suppose; but 
money is spent in producing it because it has a Value.” Every 
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one of common sense will give his assent to this doctrine ; and 
it is exactly what Whately luis said in his lectures, quoted below, 
and what we said in our Hanking, 

Value, boijig the desire we have to obtain something, 
Condillac shews that what wx give to obtain what we ‘want 
is called its [srico. 

One tnan has more Corn than he wants, another has more 
Wine tliaij he wants. The first wants Wine, the second Corn. 
They must tlioi'efore make an ox<*hange. In such an exchange 
both parties will give what he wants loss to obtain what he 
wants more : therefore each will gain. Nevertheless, as each 
will wish to gain as much as lie can, lie will naturally try to give 
as little UvS he can of his own, and get ns much as he can from 
the otluM*. Tliis contention, however, ninst T)e brought to an end. 
An exchange takes place, and ea(‘li thing exchanged is th(3 price 
of the other. Hence, says Cond lilac, value .and price are not 
absolutely identical so as to be used always cunvertibly with one 
another. 

Here, again, Condillac is right to a certain extent; but since, 
as Ave have said above, value is not the siihject of EcoriOTnie 
Science, until it is manifested visibly by price, it can never lead 
to error to use price, or value in money, as convertible terms. 
No doubt value resides in the niiiuh l>ut wiuit we give for a 
thing i.s the mensure of our value of it, and is the only thing we 
arc concerned with, /What \vc give for it may, therefore, be. 
correctly called the value of it in that ((uantity wdrich wo give, 
or its price. 

Condillac llu-n shews that all variations in price are caused by 
variations in wdiat is called the Lc.m of and Demaridy 

and, therefore, that there is no such thing as absolute price. 
The price varit^s from market to market and is alw^‘ly8 settled by 
competition: and it Ls useless and dangerous to prevent these 
variations. 

Commerce is an (exchange of two things, and evtjrything 
which is exclianged i.s morchandizc. Each article of merchan- 
dize is the pri(3e of the other. It supposes two things : firsts a 
superfluity of possossion.s on one part; and secondly, a want on 
the other. Agviculturi.sts and other producers, however, 
cannot always dispo.se of their surplus produce on the spot; 
there is, dierefore, need of another class of persons to carry it 
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to where it may bo more profitably disposed of, and these 
persons are called merchants. This gives rise to a “greater 
number of exchanges. Moreover they give rise to value, 
because if there were no demand for the surplus on the spot 
where it is grown it would have no value, but when transported 
to a place where it is wanted, it acquires a value. 

In tins manner, therefore, commerce augments the mass of 
riches. It is true that it is the earth alone whieli produces all 
things, therefore it is the only source of riches. The agriculturist 
multiplies things of use by w’orkiiig tlie fiehls. 

What then do mcrcJiants efiect, if as is commonly .said, an 
exchange is an equal value given for an equal value ? If that 
W'ero true it would be useless to TMiilti])]y exclianges, and there 
would always be the same inn.ss of riches. It is, Iiowever, lalse 
that in an exchange the values are equal. On the contrary, each 
party gives less and receives more. If they did not, there could 
be no gain on either side. But both sides gain, or ought to do 
so: for this reason, that value has no reference except to our 
wants, and that 'which is more to one is less to the other, and 
reciprocally. 

The sour(;e of error is iu supposing that things have an 
absolute value, and therefore people thiulv that in an exchange 
they give and receive an oqu.al value. Each, however, gives less 
and receives more, Ixicause he gives what he W’ants less, and 
receives what he wants more. It is tlie,siiri»lus which furnislies 
the funds for commerce, and this surplus becomes \voalth wdien 
it can be exchanged for something that has value for the owner, 
and it has value for the purchaser. If the surplus could not be 
exchanged it w^ould not be Wealth. Merchants are tine canals 
by which this surplus is carried oi\ and thus they encourage 
husbandmen to grow more. A spring Avhich loses itself in the 
rocks and the sands, is not wealth for me, ])nt it becomes so, if I 
make trenches to carry it to my mejulows. The spring is the 
surplus produce of the farmer, the trench is the mereliant. 

The Wyants of men as they multiply, givm rise to the arts, and 
these increase the mass of wealth. Eacdi artisan increases the 
mass of wealth, or tlie abundance of things whicli have value. 
The husbandman supplies the raw material, but it is the artisan 
who puts it into a form to be useful to society, and therefore 
gives it value. Every new art, therefore, gives rise to new 
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wealth, and gives a now stinuilus to c?oniinerce, for which it 
supplies a new fund. Thus all hnsbandmen, merchants, and 
artisans combine to augment the mass of wealth. If, therefore, 
the earth is the only source of products, and thcrefoi'e of wealth, 
wa sec oil the other hand, that labour gives a value to a nuiubcr 
of products, which without it would have none. It is therefore 
shewn that lahour is also a source of w'ealth. 

Condillac then discusses wages, and shews why wages differ 
in different employments. He then defends the right of property 
and bequest. Ho aiterwards enters into a discussion as to the 
nature aiul uses of money, which is the same as tliat of the 
PhysiocratcLS, and is now’ universally ac.oepted by all men of 
sense. He observes, however, tliat the use of money as a 
measure of value, has given rise 1o tlie oonfusion about value. 
If men had continued to traflic by way of l.iarter, they wmnld 
liave seen clearly that they always gave less and received more. 
Hut as soon as money was introduced, they naturally thought 
that it w^asan exchange of equal values, because each was then 
valued at the same quantity of money. 

By means of money the respective values of quantities of 
corn and wine may be measured, and tlicn men sec nothing In 
their values except the money, wliich is llieir measure. All 
other considerations are lost sight of, and because this quantity 
is the same, they think that each of the quantities is equal in 
value. Nevertlieless^idthough a man gives a qu.antity of corn ^ 
valued at 10 ounces of silver, and receives a quantity of wine 
valued at the same, it by no means follow s that the advantage of 
both parties is equal. Because if the corn is alisolutely necessary 
to one, and the wine is not necessary to the other, one has the 
advantage and tlie other not. The comparative gains of the 
]>arties arc, therefore, to be estimated by the intensity of tlieir 
relative w^ants, and not by the absolute amount of money. 

Tlie merchant buys things whole.sale, and sells in detail, and 
receives back the ju-ico. Thus continual small sales replace the 
sums spoilt in purchasing in gross ; and wlien this replacement is 
made, purchases are again made in gross to be replaced in detail. 
Money is, therefore, always being scattered, to be again collected 
into reservoirs as it were, from which it is again spread by a 
m altitude of small canals, which bring it back to its first 
reservoirs, whence it is again scattered, and to where it 
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again retnrns. This continual movement, which collects it to 
scatter it, and scatters it to collect it, is called Circulation. 
And this circulation manifestly means an exchange at each move- 
ment. If* there is no ex'change, it is not rircidafion. Mere 
transport of money is not circulation. In circulation the money 
must as it were transform itself into something else. Credit, 
however, is used to a groat extent instead of money, and per- 
forms the same fimetions. 

Iliclies arc only multiplied Ly lahour. All |»ro(l nets are owing 
to the? labour of the lmsl)andinan, and all tlu? forms given to 
raw produce arc owing to tin? artisan and tlie artist. Moreover, 
tbcKse riclies only acquire a vaiuo by tbc Iab<mr of tlie merchant, 
who transports them from wJiere they are supta-abuiulant to 
where tluiv are \v a?ded. The value of tilings is, lliereforo, partly 
due to the labour of merchants. Moi‘cov(:r, all these classes 
want ii protector to preserve order. Tin? Government, there- 
fore, coml)lnes with others to increase as well as to preserve 
wealth. That nation is most rich whicli gives occasion to the 
greatest variety of labour. Let us suppose f(ir a moment that 
all the nations of Europe guided themselves by t.besi* j)rin(‘.iples, 
which perliaps they Avill never understand, there Avould then be 
entire Fi-eo Trad<j, in Avliich theA*^ AA’f)uld all find tlieiv advantage. 
All equally busy they would feel their mutual want. They 
would no longer ttiink of depriving each other of their 
mamif:u?tures ami commence. "l'lu*y Avogld be satisfied eiudi to 
A\7)rk and to have somctliing to exL-hange. What does it matter 
whether a certain spe<'ies of cloth is made in England or in 
France, if the English are obliged to oxebange their clotl) for 
other manufactures of Fnince, Only let vis work and avc sluill 
liave nothing to envy other nations. As mm-h as we want 
to work for them, just so much do they want' to work for 
us. If wu? Av.ant to take their works they Avnnt to take ours; avo 
injure them, they injure ns. Absolute iVeedoin of emjdoymont 
then is the true source of wx^alth. But at pr(?.sent, occupied in 
doing eacli other as much injury as possible, eacli nation wishes 
to enjoy exclusiAxly the advantages of commerce ; cacli in the 
exchanges made Avishes to keep all the profit. They do not see 
that by the very nature of an exebange there is necessarily a pro- 
fit on both sides, because each side gives less and receives more. 

A single person Avbo does not know the true market price 
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may l>e clp^atovi in his purchases. Nations are inerchauts : it is 
at lionie that tlie Tnarkcts are liehl: tlie price of things IkS known 
to them. By what, art then c:iu we force them to give us 
a.hvays more for less, in respect to them, wheti \vc always give 
them less to receive nioro in respect to us? This art is nevcv- 
tiicless the grand (•l»jeet of government. It is the jjhilosopher’s 
stoiuj whicii they are searelfmg for, :mrl which tiiey will 
assuredly iievei- iind. 

.But it is said that it is of the greatest conso<juence to di-aw to 
ourselve.s as much gold and silver as possible from foreign 
nations. Wt^ imisl therefore prevent them from selling to us 
what tiiey |n\>diu'(‘ or manntketure, and force them to Imy what 
we produce or m:mnf;u‘[ui‘e. 

Yon ivaliy bi^licve tlien tliat a million of gold and silver is 
greater \\eallli than a million of other j)n>ductions ! Art? you 
really ig:nonmt tliat ])ro«bict ions are the tirsi wealth ? What 
■will you do if olher nations, who reason as ill as you do, wish 
also to draw' your gold and silver to themselves V dliat is what 
they will ti'y. Kverv naiion will, thorefort*, try to prevent 
foreign mercinmdizt? tV<.)ni coining to thorn. And if they 
succeed, it is a lU'cessary er>nserpience that tlieir own mer- 
cliamlize will not go anywliere i^lse. For, wislnng to kee|> (‘acli 
to its(?]t*all tlie j»roflts of trading, tlH*y will cease to trade wdlh 
t»no anotlier, and tints tiiey Aviil lose all jiroiits. 

Snell is the (;ltV'ct*<rf pr<»liil>itions. AVho yet dares to be 
sure tliat Europe wifi open ils eyes? i w'isli it Avonid ; but I 
know the lbi'c(‘ oi prejudice, and .1 don't expect it. In short, 
commerce is not for Europe an exchange of works in wliicti 
each nation finds :i profit ; it is a state of war, in which each 
tries to rob the other. They think as tlKy^ did in limes of bar- 
liarism, tliat nations can only grow rich by robbing their neigh- 
bours. Condillac then earnestly advo(‘at(?s unbounded freedom 
of trade. The (irst. jiart concludes with a chapter giving a 
Wsn?nc of the doctrine oi* the whole. 

Condillac having thus in the first part traced tlie grand out- 
liiu'.s of Economic Science, and shewn that universal free trade 
is the projier order tif tilings, in tlio second part takc?s general 
fie(3 trade as the basis of his argument, and examines in suc- 
cession the miscliievous consequences producerl by all violations 
of, and att-acks on, the principle. Thesfo are Avars; (uistom 
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houses, taxes on industry, privileged an<i exclusive companies, 
taxes on consumption, tamperings with the currency, govern- 
rnent loans, papei* money, laws about the ei\'i)ort and imjiort of 
corn, laws about tlie internal circnlalion of grain, tricks of 
monopolists, the commercial jealousy of nations, and other 
things. The elfecis of each of these aia* exaniined with ad- 
mirable skill. 

Such is a brud* outline of the first tw(» paj'ls of this work. 
The third, unfortunately, was never written. Although we 
have been obliged to omit several excellent ])oints, the analv'sis 
given will show the general scope of iliis admirable work, and 
Its great iiU]^ortance is manifest; for it is the true foinidalion of 
modern Ee< > \ \ o 1 1 u< ? s. 

Condillac exjvi'cs.sly de<dares tlie true function of Econonde, 
Science lo be the Science of Commerce*. And in dealing with 
the subject we see tlie immense su[Muioriiy of a mathematical 
and inetrt);hysical mind ; for lie places the sonree of value in 
the human mind, in wants and desires, or in Dkma><d; and, 
having done so, lie mitundly shows that all variations in value 
dejiend on variations in dcmaiui and >>npj>ly ; that is, he in- 
stinctively, as a [diysical [diilosophev, never dreams tliat tliere 
can be more than one fundamental theory of value. He, as 
every physicist who really [>aid attention to the subject, would 
have been utterly aghast at the notion that^^thc science could 
be based on six or seven fundanientall^y^^fficting thoorms of 
value, as is the fashion at the ])r(i>sent day^^ - 

Condillac lias been classed as a FJiysiocrate, because lie says 
in one place tliat tlu^ etirth is the source of all wealth. Ho also 
maintaincil that all taxation sliould be laid at once direc-tly on 
the ProduM Kvt, ami tliat all indirect taxation, however, im- 
posed, nltimatcly came back upon the rent of land. We shall 
defer any observations on this theory of taxation until the 
chajder on taxation; but on the first pobit we may say that his 
fundamental conception and his doctrine in one place is wider 
than in another. For he says that Economics is the s<aence of 
commerce, which is the exchange of two things, and tliat every- 
thing which is exchanged is mereJiandize, The gonerality of 
this dotinition covers any new things wduch may be brought 
into commerce, even though not at first contemplated by him. 

It is true that Condillac’s work can by no means be considered 
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as a complete troatiso, and it requires iinmenso development. 
But it lays down the broad general outlines of true Economics. 
Smith’s work and Condi 1 lac’s were, published in the same year. 
Smith’s obtained universal celebrity in a very sljort time. Con- 
dillac’s was as far as we can lind out, quite iieglected. Never- 
theless, the whirligig of time is now bringing about its revenges; 
for all the best European and Aiuericau Ecmioinists are now 
gravitating to the opinion that Condillac’s is the true concoption 
of Economies, The beautiful <‘h*arness aid simplicity, the in- 
stinct of the true physicist are visilile throughout; at length he 
will I'cceive justice, and after tlie neglect of 1)5 \ears lie will 
emerge as the i rno tbunder of modern Economics. 

40. The next writer whom we know of to liave adopted tliis 
conception of Economies is Archbishoj) Wliately, when Professor 
of l\>litical Economy at Oxtbrd. In his lectures delivered in 
1B31, lie says p. 0. — ^‘A. Smith has designated his work a 
treatise on tlu* ‘ Wealth of Nations;’ l»ut tliis supplies a name 
only for the SH.hjed-)iUtiki\ not for the siaence itselt*. The name 
1 should liavc prelevred as the most descriptive, and, on the 
whole, least objectionable is that of Catallaoxics, or the 
‘‘ Science of Exchanges.” 

“ Man might be detined, ‘ An animal that makes Exchanges’; 
no otiier even of those animals wtiich in other points make the 
nearest appi-oach to i%ionality, having, to all apjiearance, the 
least notion of bartering, or in any way exclianging one thing 
for another. And it is in this point <>? view alone that Man is 
contemplated Ijy Politicral Economy. Tliis view does not essen- 
tially’ differ from that ol A. Smith; since in this science the 
term Wealth is limited to Exchangeable coinmoditie>s : and it 
treats of them so far forth only as they are, or are designed to 
be, the subject of excliange." But for this ix\‘Uson it is luu’haps 
the more convenient to describe Political Economy as the science 
of Exchanges, raMier than as the science of national Wealth. 
¥or the thlnf/s themselves of whicli tlie science treats, arc 
immediately’ removed from its province, if we remove the possi- 
biiity, or the intention, of making tliem the subject of exchange : 
»Qd this, tliough they may conduce in the liighest degree to 
hm)piness, whicn is the ultimate object for the sake of which 
Wealth is souglu. A man, for instance, in a desert island, like 
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Alex. Selkirk, or the personage his adventures are supposed to 
have suggested, Robinson Crusoe, is in a situation of which 
Political Economy takes no cognizance: though he might figur- 
atively be called rich, if abundantly provided with food, raiment, 
and various comforts : and though be might have many com- 
modities at hand, wliich would heeome exchangeable, and would 
constitute him strictly speaking rich, as soon as fresh settlers 
should arrive.” 

III like manner a musical talent, which is wealth to a pro- 
fessional performer who makes tlie exercise of it a subject of 
exchange, is not so to one of superior rank wIjo could not with- 
out degradation so om|>loy it. It is in this last case, therefore, 
though a source of enjoyiuent, out of tlie province of Political 
Economy.” 

This is enough to shew Wliately’s general conception of the 
science ; we shall have to cite liim on several occasioJis in future, 
to shew how clearly lie saw the fiimlameiital fallacy of the 
Ricardian system of Economics. His lectures, however, fell 
like the good seed on barren ground in England; and Ricardo’s 
system gained a temporary pojuilarity I>y being adopted and 
expanded by Mr. J. S. Mill. 


50. Tlie next most illustrious propagator of this system was 
Futcderio Eastiat, who revived and popularized tlie doctrines 
of Condillac in France. We regret that we cannot in this place 
give an account of the most popular writings of this brilliant 
genius, because they are deMrncUtje^ tlu'v were wri(t(‘M to com- 
bat Protection and Socialism with which kindred errors France 
was entirely imbued. But we have given an account of them 
in our Du^lonary of PolUical Economy. All that we can state 
here is that Bastiat lield Political Economy to be the Science of 
Exchanges. He says Exchange is Political Economy.”' — 
The causes, tlie elfects, the laws of these Exchanges constitute 
Political Economy,” And speaking of persons rendering eacli 
other services, he says — “ There true Political Economy begins, 
because it is there we see the first appearance of Value.” 

Bastiat also jdaces the source of value in the mind, as fully 
shewn in the chapter on Value. 


^ Jfui’fKOiu'es Exckatnjfi^ j>, S3, 



102 


I»RINC1PLE8 OF JEOONOMICS. 


[Chap. III. 


Statement of the Aryament in Famur if the third School 
of Fcononihts. 

61, Having thus given an historical account of the progress 
of ideas as to the nature and limits of Economic Science, we 
may state the argument in favour of tiio superiority of the 
views held by tiie third school of Economists. 

Ever since certain enlightened and far-seeing men discerned 
that there is a detinite body of s<'ien(*c to whitdi they gave the 
name of Political Economy, or Economics, tliey have said that 
it is a Physical Science, and that iis investigations are to be 
jmrsiiGd in a manner analogous to tliose of the other I'hysical 
Sciences. If tium this l>c admiltod, it follows that it must be 
constructed in a manner somewhat similar to the various 
Physical Sciences, wliicli liave already Ixxai rt^ared up, and serve 
as models for the construction of new sciences. 

Xow the general fundamental conditions of a Physical Science 
are these : That it is some great hody o(‘ plienomena ah based 
upon some single conception, or <|uality of llie most genera! 
nature. The purpose of the science is to dlscovcu' the laws of 
tliese })lienomena, Furtiiennore, every science must be based 
u})on certain conceptions which must be perfectly general, and 
upon certain great ])riiicli)le.s which must also l)e perfectly 
general. 

If, then, Political Economy, or Economics, is a Physical 
ScicMice, as asserted, it must lx* some large laxly of plienomena, 
all based u])on some single conce]>tion, vvliatever that may he ; 
and if it is to he a science of the same generality as the other 
physical sciences, it must be based upon conceptions and axioms 
of the same wideness and generality as tlmse of physical science. 
The question therefore is — What is that body of pheiiomcna, all 
based upon a single idea, to which tlie name of Economic 
Science may be applied ? And furthermore, if there should be 
a certain agi*cement amojig Economists as to its general nature 
— whut is the best conco[>tion of it — tJiat which most clearly 
and distinctly marks out its nature and limits, and its separation 
from other sciences, and that, in fact, which is most in ac- 
cordance with, and shows its relation to, the great body of 
Physical S<iience ? 

"^Iconomists ai'e now agreed that the science treats ex- 
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clusivoly of Wealth ; though they are veiy far fioiii V)ehig 
agreed as to \vhat Wealth is, or as to wliat the science of 
Wealth is. But there are two definitions ol'tJie science, each of 
which lias imineroiis and distingnisluxl .'idhorents; and we have 
nOAV to consider these tw^o deJinitioiis, and to state the reasons 
wliich shew that one of them is superior to tlie other, and that 
the preference onglii to b<‘ given to it, as .most clearly marking 
out the character of tlie science, and its separation fi-oin other 
sciences, and also as shewing most distinctly how it may be 
brought under the general dominion of the acknowledged laws 
of Physical Science. 

Tlu* two detinitjons of the science wliicli may be said to 
divide Economists are tliese : — 

1st. It is the /Science which t rents of the Prodifctlon^ IJls- 
trihullon^ and Coiminiptum of We^iUh. 

2nd. It Is the iSclence of IJwchanffc.s^ or of Vali/e. 

Kow with respect, to the first oT these delinitions wo observe 
that there are four Avords in it which arc? wliolly unexplained: 
Prodneiion^ JJkdrllnifion , Oonsompf Ion, 1 Vealfh. 

Mr. Mill says tliat every one lias a suliiciently distinct, notion 
of AV'h at Wealth is. But that i.s very far from lieing the c:ise. 
When we search for a dclinition of W^eaJtli in tlie writings of 
Economists, we Hnd that there is none, and that st*arcely two 
Economisls agree as to what Wealth is. far is it. from 
being clear Avhat wealtli is, that it retpjircs a long investigalion 
to tracts the difrerences of ideas on tlie subject, ami to determine 
what is its. triu^ extent. 

All persons, however, woiihl agree that corn, and clothes, ami 
funiiture, and manufactures, and .so on are wealth, d'iie pro- 
<luction of corn, and clothes, and furniture, and manufactures is 
the production of wealth. Tlierefore when it is said that 
Political Economy treats of the |)roductlon of wealth, it would 
probably strike a person wdio had not ver}' much considered the 
(piestion tliat it related to tl.ie production of corn, of clothexS, 
furniture, numufactures, and so on. Therefore it might seem 
that it is the duty of Political Economy to treat of the business 
of farming, manufacturing, and so on: and that to learn 
Political Economy is to learn the wdiole business of farming, 
mamifacluring, and so on. But every Economist Avould at once 
say that it is not so. He Avould say that Economic Science 
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has nothing wliatever to do with the art and process of farming, 
or with the arts and processes of mainifactnres, but only with 
the price or value of tlie corn, manufactures, and so on, when 
produced. Every Econonii.st >vouId at once say that his science 
has nothing to do with tlio arts and ]>r(>cesses by which things 
arc obtained, but only with the cause of their value, and the 
changes of llieir value when produced. 

Ifeiico we see that the word .Prudffetion in Economies must 
bear some very letrhuical meaning,* whicli is by no means 
apparent at lirst, and lhat is a good and sulTicient reason why it 
should not ho made part of tlie defuiition ofllie science. 

Again, every lawyer ami every tnorcljaiit knows that a debt 
is a certain species of property. Ihit it would startle many 
j)ersoris who have not received a leg.al or commercial education 
to l»e told that a deht is Weultlu It is certain that the quantity 
of debts in circulation amounts to many hniKlreds, if not thou- 
sands (*f millions of rnonoy in vahu‘, yet it would startle many 
persons to toll them that those delits are so much wealth, as 
much as an equal amount of geld au«l silver; and yet every 
lawyer, every merchant, and every Economist knows that they 
may be vnadt* of exactly the same value as money, and perform 
all the functions of money. A merchant creates a debt by 
accepting a Bill of Exchange, and a banker creates a debt by 
issuing a baiik-note; it wonl<l startle many persons to be told 
th.'it they were t]ior<*hy creating wealth! 

The busin(‘ss and mechanism of banking is manifestly one of 
the most iinjiortant branches of Political Economy. Now 
banking ex(:lusi>ely consists in buying inoney and debts, by 
creating other debts; ami it is by no nu-ans easy to perceive at 
once Ijow buying debts hy creating other debts comes under the 
irlea of the definition of the Production, Distribution, and 
Consumption Wejilth. 

This is one exam[>le of the })Orj»lexitjes and embarrassments 
that s]>riTig up when we considcir the words Production of 
Wealth. 

Similar difficulties attemd the word fj<m sumption^ which by 
recent Economists is used to mean destruction. Now Eco- 
nomic Science bus nothing to do Avith the way in which a 
purchaser destroys an article, or whether lie destroys it at all, 
but only with the price he pays for it. Hence, as in tluvcase of 
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Production, the word Consumptiou must bear some tcclmical 
meaning which requires some investigation to discover, and 
that shews it ought not to be made part of the dcfiniti(3n of 
the science. 

Economic Science, however, treating of Wealtli, and being 
the Science of Wealth, we must consider wdiat is that Quality 
of tilings in regard to which tliey are to be considered as 
wealtli, and that quality being ascertained with regard to any 
one class of quantities, we must geiiorali/e the idea and incinde 
under the title of Wealth, all quantities w^hatsoever wliich have 
that quality, whatever other qualities they may ]) 0 sscss. 

Now from what we have aheady said, in this chapter, it 
appears that the earliest writers in antijpiity wlio considered the 
question, the Homati lawyers, and Econoniists of all schools, 
have unanimously declared tlial Qualify of things which con- 
stitutes them Wealth is Exohanokaiulity. It is not because 
they are useful ami agreeable in any way that they are techni- 
cally calle<l Wealth — but solely because tliey are ExcHANOKAimE. 

Hence we have at last fouiul that gre.at general conception of 
wliicli wo were in search : and from tliis conclusion it naturally 
follows that if Political Economy be tlie science of things, so 
far as regard.s their being Wealth, it must be the science of 
them with regard to their exchangeable relations, and that only. 

We have already shewn that Exchange is really the idea at 
the basis of all systems of Economics. The riiysiocratos by 
the Avonls Production, Distribution, and Consumption of Wealth 
in reality only meant the Commerce, or Exchange of material 
products of the earth. But the restriction of the sc-ienee to 
the material products of the earth only is contrary to true 
science. If ^ve allow that it is exchangeability which makes 
them to be wealth, then anything which is exchangeable, what- 
ever its nature be, must be Wealth. 

The reason why the definition of the Science as the Science of 
Exchanges is greatly preferable to that of its being the Produc- 
tion, Distribution, and Consumption of Wealth, though they are 
really identical, is now apparant. It at once makes out a clear, 
distinct, and circumscribed body of phenomena, separated from 
all others, and based upon a single conception ; and it at once 
frees the science from the perple.Kities and embarrassments of 
the former definition. It is at once seen liow it satisfies the 
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general ooiulitions of Physical Science : ior we find a distinct 
order of Q.tiantitios liaving the oonnnoii property of Exchajjgb* 
ABILITY. ^Yc find that wc liave a new order of V-ariable 
Quantities: and we can at once jirtuiounce that the general 
Theory of Exchangeable Quantities must be brought into 
harmony with the great gt'ueral Theory of Variable (iuantitios 
in general. And it will be found that all the various discor- 
dances of opinion among Economists may be settled by the 
acknowledged princi]>lcs of reasoning in the Pliysical Sciences. 

Tne s<:»lc (lifteroTico llio PliyslocrMtos .'ind tiio EcouO' 

jni.sts of till? third scliool is this — Are excli.-voi^efiblo material 
jiroducts of the eiirtli or are alt. EvchaMgcjibh* QiiMviiitio.s 

of all kiiiils to be brought within the tSoienee of Economics ? 

The Economists of tbe sei'ond school fell, as we may say, 
between two stools, for they started with tbe noineiuiiature 
of the Physioerates, and laid down conceptions and laws drawn 
from that narrow basis, but in tlu*, course of their j'easoning 
tliey were led to iTielude all (*xchaugOMb1<' (piantitios in tl)e 
Hcicnce ; anti by so doing tlioy tortur<‘d and twist(*d its terms in 
such away as to plunge the whole subject into hopeh^ss confusion j 
and lliemsclves into the mo.sl incredible seif-contradicAions. 

Now if we a'lo|it e.\cliangeability as the generai idea of 
Wealtli, the jirinciples of true scienet^ shew that wo must in- 
clude in it all Quantities wliatcver that are Ex'chimgeablo, no 
matter wlnat their nature be, Material and C>>r|ioreal, Immaterial 
or IncorjioreaJ, enduring or evanescent. 

Jlence we see evhh?ntly tliat the domniii of Commerce iuclndes 
exchanges of all these various kinds of Property, ,aml conse- 
quently ihoy must all lie included in Political Economy, or 
Economics, am] tints wo Iiave a distinct and circumscribed body 
of phenomena wliose l^i^v.s we liave to investigate. 

As soon as we ado)>t tliis conception, we see how tlic sciotice 
becomes amenable to tlte gem'ral principles of.Natural Philoso- 
phy. In the first- jilace we obscu've that the fitiulame.iital concep- 
tions of tijc science must be capable of grasping Ann sjiecfles of 
Economic (>u!mlities. Thus, for instance, it is essential that 
there should be* but one cause of Value, and what that single 
cause is, must bo detemurmd by the ordinary principles of 
Inductivt? Logic. It would be utterly contrary to tbe j>riuciples 
ol‘ lnavu*v\vc V;ogi(* to break u\^ (ivuuiliUes iiilo distinct species, 
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and say that one species had value for one reason, and another 
species for another reason. That would be at once to destroy 
the generality of the Science. 

Moreover it is essentini, according to the principles of Natural 
Philosophy, that there should be but one general fuudfiTnental 
law governing the relations, or the Value of the Exchangeable 
Qiiantiiies. It is utterly contrary to the acknowledged standards 
of reasoning in Inductive Science to break up the science into 
separate classes of cases, and to say that there is a distinct 
fundaniental law of Value for each. If, then, there be a number 
of distinct laws proposed, it is the business of the Physical 
Economist, who wishes to bring the science into harmony witli 
the other physical .sciences, to examine and to de(*ide l.>y the 
ackno\vle<iged principhfS of Imluctive Logic, which out of several 
pro])osed law.s, is the single general one to be adopted, and 
wliich are to be rejected. 

Moreover it is easy to shew that the conception of exchanges 
bettta* expresses the notion of those who regard it as the |)ro- 
duction and dislribution of wealth than their own definition. 
For I low is wealth distributed ? By no other method than that 
of exchange. If a man wants to liave bread distributed to liiin, 
he must have soim-tliing to give iu exchange tor it, such as .shoes 
and other things. And if a man wants shoes distributed to 
him he must have something, such as bread, to give in exchange 
for tliom. Hence the .slioemaker and the baker are ea<^h pro- 
ducers, and the reciprocal di.stribution of llie produce of each 
to the other is an exchange. And the very object of Economic 
Sci<‘nce is to discover the law.s of these reciprocal distrihutious 
or exchanges. Iltaice tlie Bcience of Exchange is simply the 
Science of Production and Distribution, under a shorter, clearer, 
Vietter, and more expressive name. 

The dilference, therefore, between tlio works of the Physio- 
crato.s and tins work i.s that they treated only of the exchange of 
material products, whereas this work treats of all exchanges; 
and we may give a few examples to shew the great sujieriority 
of the definition adopted by tlw, third scliool of Economists. 

The great system of Credit consists in the creation, sale, and 
extinction of debts. The business of banking, one of the 
most importimt departments of Political Economy in modern 
consists exduBwely in buying and selVuiig money and 
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debts by means of other del)ts. Wlieu a banker buys a Bill of 
Excliango, Avhich is a mercantile debt, by means of liis own 
notes, Avhich are otlier debts, that is a sale or exchange of two 
properties, just as much as the sale or exchange of gold for 
corn; and the variations in value between the commercial debts 
and the banking debts are subject to exactly the same general 
laAV as the variations in value between gold and corn. But how 
does the sale or exchange of debts for debts come \mder the 
Production, Distribution, and Consumption of Wealth? 

A great author writes a work and sells the copyright for 
£;5,000 : that is, a Sale or an Exchange : l)ut how is it the Pro- 
duction, Distribution, aiul Consumption of ^V^ialth? 

A tradesman establishes a prosperous business and sells the 
goodwill of it; that is a Bale or an Exchange: but how is it the 
Production, Distribution, and Consum})tioTi of Wealtli? 

So we may buy or sell the public funds, or sliaves in com- 
mercial (‘ompanies of all sorts ; these are Sales, or Excl)angcs : 
but how are tlicy the Pro^iuction, Distrib\ition, and Consumption 
of Wealth. 

W e may buy or sell land in the city of London ; that is a Sale 
or an Excliange; but how is it the Production, Distribution, and 
Consumption of Wealth ? 

We might extejid the number of these examples ; but those 
are quite suflicient to .shew^ the great superiority of the delinition 
of the third school over that of the other two. 

Many persons who had not received a legal or commercial 
education niiglit feel a oon.siderable dilTiculty in including such 
properties as Del>ts, the Funds, a Copyright, &c., under the 
title of Wealth, as tliat wonl Ims been so associated in modern 
discussions with articles of personal enjoyment. But every one 
must admit that these pro3)erties are bought and sold every day 
by millions, and consequently tliough they might feel a difticulty 
in admitting them to bo wealtli, no one can have the slightest 
difficulty in admitting that they arc Exchangeable Quantities, 
smd must be included in a general Bcience of Exchanges. 

Such, then, is the body of phenomena all based upon the 
single conception of exchanges Avhich is now hold by tlie 
majority of liu^dcrn Economists to constitute the domain of the 
Science of Economics ; and w^hose laws are to be investigated on 
the principles adopted in all Physical Sciences. 
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62 . Let ua now make a few remarks on Mathematical 
Science in general. 

Mathematical Science extends its dominion over three distinct 
classes of subjects. 

First: the science of pure number wliich is called Arithmetic. 

Secondly: the theory of Dependent Quaiitilies, wliich is again 
sub-divided into those whicli depend upon each other by what 
may bo called the princijile of cause and eiTcct, when tlie effect 
varies proportiojiably and directly as the cause; and» thirdly, 
tliose Avhich are connected Avith eacli other by Avhat may be 
called the principle of sinmltaneous variations, such as geome- 
trical curves, Avliere the ordinates vary simultaneously by some 
arbitrary but detormiiiato huv, but yet not by the principle of 
cause and eilect. 

Tfiirdly: the last class is that of independent quantities, or of 
events of tlio same nature, but not connected by any law, which 
is the tlieory of probabilities. 

Now, any body of |)heiiomcna whatever, which possesses the 
characteristics of either of these three classes, may be brought 
under the dominion of mathematics, by the very princijde of the 
generality of science. 

Thus, for instance, the laws of arithmetic arc absolutely 
universal. We state it as an abstract and universal truth that 
3x3^ 0, Avhatever the quantities be. If it Avere possible to 
imagine a science in Avldch 3 x 3 = 11, that Avould at once 
destroy tlui generality of arithmetic. 

The very same i»riiici[>le of universality holds gooil a\ itli 
regard to tlie oliicr classes of subjects. The great general 
theory of Dependent Quantities must be absolutely universal ; 
the great general theory of Variable Quantities in general must 
of necessity comprehend all orders whatever of Variable Quan- 
tities. This is the gvQXii Laio of Cootinulti/j Avhich dominates 
all sciemjcs. Why is it that all the great physical sciences, 
such as astronomy, o])tics, heat, electricity, sound, and others 
of such divei-s natures, may all be brouglit under the grasp 
of general eq\ialions? It is simply for this reason, that there 
is a great general theory of Variable Quantities, of Avhich each 
of these is only a particular ease. 

Hence Ave may lay this down as a fundamental condition of 
our method of investigation, that if wo have to consider any 
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new order whatever of* Variable Quantities, they must rigor- 
ously confonn to the general laws of Variable CJuautitios. To 
suppose that a new order of Variable Quantities (5ould depend 
upon laws fundauiontally coiitrary to the general theory of 
Variable Quantities would at onee shake to its foundations the 
whole of niatlieniatic/il science, just in the same manner as if 
we could imagine a seienr.e in which ox?l = n would destroy 
the generarity of Arithmetic. 

Now the fuM<lamental condition of the science of any Ix^ly <»f 
Variable (Jnantities of eitlicr order is this, tliat theu'e can only 
be one single and general expres.siou which must bo capable of 
grasping all the plKuiomcnia. 

In the history of the various |>liysical sciences, such as Astro- 
mnny, Optics, &c., dilforent o[)iiiiious liav(3 been held as to 
which was tVie true general tlufory of the subject. But no or»e 
ever supjjoscd that there couJfl by any [>ossil)ility be more than 
one. No one ever diatamt of breaking up the body of pheno- 
mena into a number of div-tinct classes, and acconntiug for ea<?h 
liV means of a distinct tlu^ory, which was contradictory to each 
of tlic others. No one e\ er dreamt of writing a l>ook on Astn^- 
nomy and explaining one class of phenomena l)y means of the 
Ptolemaic theory, another class of j>henomeua by means of the 
Copernic;;in tli(‘oi-y, and another class by imaans of the Tycho- 
niaii theory. No one ever wrote a book n|ion Opti(.:.s in which 
one chapter adoj^ted tlie Corpuscular theory, and another eijap- 
ter the Wave thoorv of Light, In such a wav of treating the 
subject, there couhl, of course, be no sueh thing as a general 
la>v in tlu; science. 

Arguing then from analogy, and by t)ie great doctrine of the 
Continuity of we may lay it down as a fundamental 

condition that if we liave to discuss any tuvw order of Variable 
Quantities, it must conform to the general theory of Variable 
Quantities. 

Now, Plconomic Seierice treats of a new order of Variable 
Quantities, and the science regards them in a new variable 
relatioii, namely, that of Exchangeability. The object of the 
science is to ascertain tlie variations of their exchangeiible 
relations witb each other. Arguing then on the above men- 
tioned pnnvlples, it may be siiid that it is a fundamental 
condition of the science that the exchangeable relations of all 
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quantities, whatever their nature be, inuRt be brought under the 
grasp of one single general law, or one single general equation, 
and no more. 

Now, admitting that the Ricardo-Mill system of Economics is 
widely ])revalent in this country, it is vrull known that it breaks 
up Economic pheiioineiia into a number of distinct classes of 
cases, and it assigns a distinct law of Value for each of these 
classes. Now such a method of investigation is utterly in- 
admisaihle. If it be true that Economics is a physical science, 
sucli a inetliod of investigation is in direct violation of the 
fundamental principles of Natural JTuloso])hy. 

To ]>ennit such a method of investigation vvouM be simj>Iy tn 
destroy the generality of the Theory of Variable Quantities, as 
mueli as if wo could imagine that in any case whatever 8 x S— 1 1 , 
it would destroy the generality of arithmetic: ibr it would be 
as much as to say that thcia* is an order of Variable Quantities 
which is not subject to tlie general "i'heory of Variable 
Qiianlitios, 

It is quite easy to demonstrate that tliere is, as the principles 
of Natural Pliilosophy shew that thore must bo, one great 
general equation which coniju-ehends all the phenomena of the 
exchangeabhj relations of all quantities, w hatever their nature 
he, and all the distinctions sot up by the Ivicardo-Mill systeni 
may be anniinlated by U»e Ijaw of Contmoitf/f and reduced to 
this one general law. 

And now we see liow Ftlconomics is a great niysico-Mathe- 
matieal Science. The l^hysical part of it, or the facts, can only 
be known to those who are projterly instructed. Many persons 
suppose that it is very easy to see and dt\s(*ril>e facts. Hut that 
is a great mistake. In all sciences it requires an educated eye 
to be able to see the tacts. Nothing can be more remarkable 
than the statements of two able men. Senior and Whately, that 

the facts on which the general principles of the Science rest 
may be stated in a \ ery few sentences, and indeed in a very few 
words.”' — “Political E(^onoiiiy, is indeed a science which is 
founded on fh(*ts, and wliicli has a practical application in re- 
ference to facts ; but which yet requires for the establishment 
of its fundamental principles very little information beyond what 
is almost unconsciously, and indeed unavoidably required by 

‘ J^enior's Tmxtua on PoUtkal Econorntj, p. 4 . 
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every one.” ^ So far from the facts of Economics being capable 
of being stated in a very fe^v words, and being unconsciously 
and unavoidably acquired by every one, we may say that it 
requires a greater variety of knowledge tlian any other science 
whatever, even to see the tacts. For what are the facts of 
Economics? It (.l(‘als with all Property of every description, 
and with all conimei ce. Consequently a knowledge of tlie Law 
of Property of every description, and a thorough knowledge of 
the entire ineeliatii.sni of commeice is absolutely indis}>onsable 
to enable any one even to see the facts of Economies : and to 
devise a Tlieory of the Pljonoinoiia, wlii(‘h shall l)e conformable 
to the princi}>les c*f Natural Phil(>soj>hy, of course indispensably 
requires a knowledge of Pliysieal Science, and the nielhods of 
reasoning whicli Imve brought the vai-ious sciences to their 
j>rosent state. 

53. Tliesc considerations will be .suftji*ient to satisfy all 
persons of conij)etcnt knowledge that Economics is essentially 
a pliysieal science. But we will now go further and shew from 
the books that arc in constant use that it is already implicitly 
acknowdedged to be a Mathematical Scicmce. 

If wc take u[> any book of Algid^ra, we find it stated among 
the usual illustrations of the meaning of the AlgeV)raieal signs 
q- juid - that Money is a positive <[iiantity, and that a Debt is 
a negative quantity. Now ^iloney and Debts are each of them 
exchangeable, and therefore Economic Quantities. Hence we 
see it at o?iee iicknowledged Unit Uku’c are Positive Ificoijomic 
Quantities, and Negative EconoTtii<? Quantities. Now let us 
ask this question — What can be Uie meaning of a Nkgativk 
Economic Quantity? 

Now wc know porfeolly well that in otber great sciences 
there are positive quantities and negative quantities. Matlie- 
maticians have fully exj)lained to us the meaning of the Nciga- 
live Sign in Algebra, Trigonometry, Analytical Geometry, 
Mechanics, 0|>lic8, Astronomy, Electricity, and so on. We all 
know the meaning of the negative sign in each of these. But 
has any Mathematician ever told u.s wdiat a Negative Ecoriomic 
Quantity is? Dr has any Mathematician ever explained the 
Theory of the Negative Sign in Economics? 

Some persons may be ready to give some sort of reply like 
‘ WliatelifB LectureSt p. 119. 
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this: a man’s money is positive and his debts negative. Sub- 
tract one from the other, and the remainder, if any, is his 
property. 

The slightest rcfle«!tion will show that this explanation wholly 
fails. Take any of the sciences already mentioned, in wliich the 
negative sign occurs, and are negative quantities subtractions 
from positive ones ? They certainly are not. Every one knows 
that in all these sciences negative quantities are not subtractions 
from positive ones, but separate and independent quantities, 
having as real an existence as positive ones ; and that the total 
science is composed of positive quantities together with negative 
quantities. 

We may alrea«ly sec, then, from the analogy of all other 
sciences that Negative Economic Quantities cannot lie subtrac- 
tions from Positive Economic Quantities, but that they must be 
scj>arate and inde[)eiideiit ones, and that the complete Science of 
Economics must comprehend Positive Quantities together with 
Negative Quantities. 

We arc told tliat a Debt, or Credit, is a negative quantity. 
Now a Debt, or Credit, is the Right to a J^atare l\tgnientj and 
is the type of an enormous mass of Property. TIic Pund.s 
are of tlie same class of Property. They arc also Negative 
Economic Quantities, and what are they to be subtracted from? 
We liave already stated that upwards of £5 ,000,000,000 of 
Debts, or Credit, passed tlirougli the London Clearing House in 
one year ; tliese are Negative Quantities, and what are they to 
be subtracted from ? And this .stu])endous sum is only a small 
part of tlie credit employed in tlic country. Take the accounts 
of any great ))iil)lic bank — on one side of the account Is a sum of 
a great many millions of credit, entirely Negative Quantities ; on 
the other side is an equal sum consisting of a comparatively 
small sum in money, or Positive (iuantities, together Avith a 
miicli larger sum in credit, Negative Quantities. Now in these 
great accounts, consisting chietly of Negative Quantities, Avhat 
are they to be subtracted from ? 

Furthermore under this species of Property is included about 
32 parts of 33 of the value of Laud, Copyriglits, Patents, Tolls, 
Perries, all Annuities, and that stupendous mass of Property, 
consisting of Shares in Commercial Companies: in short, the 
whole of that species of Property known in law by the name of 

I 
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Incorporeal Property, which in this country includes about 95 per 
cent, of Econoniic Quantities, and the greater part of which is 
entirely omitted from the ordinary books on Political Economy. 
Now, how are wo to subtract 95 per cent, of Economic Quan- 
tities from the remaining 5 per cent. : and how is Incorporeal 
Property to be subtracted from Corporeal Property ? 

It is manifest that it is a scicntitic problem of the highest 
imi^ortanco to dcvelope the Theory of the Negative Sign in 
Economics, as under these Negative Quantities, which Algebraists 
pass over with a simi>le remark, is contained the whole Theory 
of Credit, Avhich has exercised such prodigious effects upon 
nations for good and for evil, which are not in any way inferior 
to those of the Steam Engine. 

54. According to this conception, then, of Economic.s, which 
is the one to whicli the majority of Economists are now gravi- 
tating, Ave see at once tliat a great new Physical Science is pre- 
sented to us, Avhich is in all respects fitted to be raised to the 
rank of an exact science. For we shall find that the same 
general Iravs of Exchange hold good among all nations, among 
the rudest an<l the most civilizo<l, and in all ages and countries. 
We find that the same causes are invariably followed by the 
same effects, Avhich arc always measured numerically, and that is 
why Economics may be rai.sed to the rank of a i>ermanent and 
universal science of the same rank as the ]>h ysical ones, because it 
is based upon principles of human nature which arc found to be 
as universal and jicnnanent as those of physical substances upon 
which the physical sciences are based. 

55, Wc liavo sheAvn that this conception of the nature of 
the Science exactly represents the ideas of the Physiocrates, 
only that they restricted it to the exchange of vuUerial pro- 
ducts. It also correctly represenls the idea of Smith, for in 
B, I., c. 4, he explains tlie object of the first two Books of bis 
Avork, Avhich is the constructive part of it: he says they are 
** to invcstUfdte the pHnclples which rcgtihMc the cxcJiu>ngeoble 
value of eonmiodUies ; ” and McCulloch in Ids note to the first 
page of the AA’^ork, says This science might indeed be called 
the Science of VaUiesf Ricardo’s Avork, however imperfect, 
is a treath.e on Value. And this is so evident from the whole 
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body of Economic writers that we should have at once pro- 
ceeded with the cx])osition of the science, if it had not been . 
called in question by Mr. J. S. Mill : and as his w'ork is so 
extensively read, we must examine his argument. At tlie coin- 
mencoinent of Book III. on Kxcljange lie says : — 

“The subject on wliicli we are now about to enter fills so 
important and conspicuous a position in Political Economy, 
tluit in the apprehension of some thiiikers its bourularies con- 
found themselves with those of the science itself. One eniiiienl 
'writer has proposed as a name for l\)litical Economy “Catal- 
lactics,” or the science of exchanges: by otiuu-s it lias been 
called the Science of Values. If those denouiiuations had 
appeared to me lorihutlly correct, T must liave placed the dis- 
cussion of the elementary laws of value at tlm commencement 
of our inquiry instead of postponing it to the ''riiird Part, and 
the ])os.sil>llity of so long <leferring it is alone a stifrUrient proof 
that this view of Political Economy is loo confined. It is true 
that in tlie })receding books we have not escaped the necessity 
of antici] »ating some small portion of the theory of Value, espe- 
cially as to the value of lal)our and of land. It is, novertlieless, 
evhlent that, of tlu; two great departments of T*oliticMl Eco- 
nomy, the production of w(‘alth and its distribntiou, the con- 
sideration of Value has to do with tlio latter alone; and with 
that only so far ns competition, ami not usage or custom, is the 
distriV>uting agency. Tlie conditions and laws of I'roductiou 
'would be the same as tliey arc if the arrangements of Society 
did not depend on Exchange, or did not admit of it. Even in 
the present system of industrial life, in which employments are 
minutely sub-divided, and all t^onceriuxl in pi-oduction depend 
for their remuneration on the price of a jirirticular commodity, 
exchange is not the fuiidaiuental law of the distribution of the 
produce, no more tlian roads ami carriages are the essential 
laws of Jiiotion, but merely a part of the machinery for elfecting 
it. To confound these ideas seems to me not- only a logical, but 
a practical blunder. It is a case of the eri*or, too common in 
political economy, of not distinguishing between necessities 
arising from laws of nature and those created by social arrange- 
ments: an error which appears to mo to bo at all times pro- 
ducing two opposite mischiefs; on tlie one hand causing 
political economists to class the merely temporary truths of 

I 2 
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their subjoct: amoTig its jjo-nianoiit laws; and on the other, lead- 
ing many ])ersons to mistake the permanent laws of Production 
(such as those on wliicli the necessity is grounded of restraining 
popiilatiofi) for temporary accidents arising from the existing 
constitution of society — which iliose who would frame a now 
sy8t(*m of social arrangcjnents are at liberty to disregard.’ 

‘Mil a state of society, howeyer, in which tlie industrial 
8yst(an is entir<‘]Y founded on purcliase and sale, each indi- 
vidual, for the most part, living not on things in tlie production 
of which he liimself bears a [>art, but on things olitained by 
a double exclKinge, a sale followed by a })nrcliase — the <xnostion 
of Value is fuudaniental. Almost ever\’ speculation 1 ‘cspecting 
the economical interests of a society liius constituted iinjilies 
some theory of Value: the smallest error on that subject infects 
with corresponding orroi’ all onr other conclusions ; and any- 
thing vague, or misty in our conception of it creates confusion 
and nneertainty in ever v thing olKe.’’ 

ir living tlui.s laid Mr. I\[iirs arguments before our readers, ^vo 
may now make some observations on tlnmi. What he can 
mean by saying that it is not loijlcallij correa^t to delinc Poli- 
tical ICconomy as t!ic Science of Exchanges is wliolly nriinteili- 
gible to ns. Surely it must bo admUled that llK‘ve is a science 
of e\cliarig(>s, and \v/iy it should sin against the laws of Logic 
to call it Political Ec<>noiny we arc unable to perceive. Asa 
matter of fact, all Economists since* the foundation of the 
science in nmd<u-n times have only considered Production with 
reference to aii exchange. 

Mr. Mill’s meariing, however, we apprehend to be this: — 
That the (u>intnoda oUt.n may be produced, distributed, and 
consumed by otiior means tlian l>y an exchamge. And this is 
true. In former tinn.‘s such arrangements, no doubt, have l>eeii 
in force to a consif.h.M’able extent. I^’ormcrly it is jrrobable that 
in the Ilighlamls of Scotland many familie.s may have lived 
witliout over buying or StHing a single article in the whole 
course of their lives. All their food, clothing, and arms were 
made out ol the* [)j‘ 0 (luce of the estate. The house was made 
ol the native wood and. stones, all the labour performed 
by their own dependents. Now such a state, of society may 
attain a certain degree of well-being, but it is clear that no 
svich idea as Valm could enter their minds. 



§ 55 .] 


SOCIALISM 


117 


It has been proved by experience, however, tliat it is necessary 
to have a corlain peculiar state of moral sentiments in a society 
to have any sucli plan as this work witli any degree of success; 
namely, that, jjatriarchid state of feeling whic*h existed in the 
deserts of Arabia, and whi(?b formerly existed in tlie Highlands 
of Scotland. For such a sclietne it is necessary that the mem- 
bers of society should be under the strictest wuliordination, one 
to another, and all under a despotic chief; that tlicy should be 
in a state of actual servitude, or one very closely bordering on 
it. Thus, in many monastic institutions, where tlie inferior 
members are all uiKhn* the despotic government of the superior, 
such a schomo may exist, and the community enjoy a consider- 
able amount of |>rosperity without any individual ])roperly. A 
similar state of things, on a larger scab*, existed under the 
government of the Jesuits in l\vraguay. Under their mild 
sway, it is generally believed that the natives enjoyed a con- 
siderable amount of real hai>tfuicss,but altliougli, in this instance 
dosjiotic power docs not seem to have been abused, or at least 
in a less degree tJiaii any other instaiico wc know of, the niitives 
were in reality little better than slaves. And this state of 
things could not last, it is now entirely abolished. But while it 
lasted, there was a considerable amount of production, distribu- 
tion, and consumption of material produce without any exclianges, 
and, therefore, Avitliout any notion of Value. 

Sucli a stale of society is unnatural, and only compatil»le witli 
a very low degree of civilization. Tlie inevitalilo teinlency of 
civilization is to equaliz(j the rights of the various members of 
society, and all such plans have uniformly been found to fail 
where the members of the society wore on an equality witli each 
otlier. These plans of sociali.sm, have with dillbrent modifica- 
tions of detail, found many admirers in recent times. They 
have been advocated by dreaming jihilosophers, visionary enthu- 
siasts, selfish rogues, and iiinoceut saints. Repeated endeavours 
have been made to carry out some scheme of this nature under 
a great variety of differing conditions. But they have uni- 
versally been found to fail ; having been frequently started with 
the fairest auspices, they have always ended in misery and dis- 
aster. Tliis would seem to prove that there is something cou- 
traty to the fundamental principles of Imman nature in them. 
There are no doubt several minute differences of detail among 
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the various schemes, but they all agree in this, that men 
should be coiistravmd to work in union with others, and that 
the rewards inelod out to the membtu’s of the society should l)e 
awarded by public authority. All these dillerent schemes which 
have this principle in common, however they may differ in other 
respects, may i>c known l^y the generic name of Socialism. 

Blit Eeonomisis of all schools liave from the first set their 
face against such a slate of things. They liavo ail held that 
individual pro|)erl y and tlie right of free exchange is the highest 
form of society, and that to wliich eominmntie.s of a lower 
degree of civilization arc tending. Tlu^y began by expressly 
liniiling tluj term “Wealth” to the products of the earth which 
were t^xhanf/f d. Out of this exchange came Value and their 
Science. Now, wliat was there (‘onlrary to I^ogic in this? If 
they began by <‘Xj)res.sly declaring that their science had nothing 
to do with ])rodiicts which arc consumctl at homo, but only with 
those which are brought into commerce, what is there illogical 
in calling il the science' of Exchanges or of Values? 

50, It was this very circumstance that made it seem desirable 
to WJuitely to luh^pt this name. 1 fo says, p. 5. — “ This 

limitation of tlie term Wealth to things (jonternplated as evcliangc" 
able, has been objeeted to on the ground that it makes the same 
thing to be weiilth to one person and not to another. This very 
circumstance has always appeared to me the chief recommenda- 
tion of sucli a use of t lie term ; since the same thing u diflerent 
to different persons. Even if ^\e determine to eni|»loy the term 
Wealth iirul Value in refc'rence to every kind of possession, we 
must still admit, lliat iJiere is at least some very great distinc- 
tion between tlic j>ossession, for instance, of a, collection ot 
ornamental trees by a nursery-man, who cultivates thorn for 
sale, and by a gentleman, wlio has planted them to adorn his 
grounds. 

“ Since, however, the fiopular use of the term Wealth is not 
always very precise, arnl since it may require, just in the outset, 
some degree of attention to avoid being confused by con- 
templating the very same thing as Icing, or not being, an 
article of Wealth, .according to circumstances, I tliink it for 
this reason more convenient on the whole to describe Political 
Economy as concerned universally and exclusively about 
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So also Senior says: — “Again Oolonel Torrens supposes a 
solitary lamily or a nation in wluch each person should con* 
sume only his own productions, or one in which there should 
he a community of goods, and urges as a reducMo ad almirdmn^ 
that in these cases, though there might be an abundance of com- 
modip’es, as there would be no ex^clianges, there would in our 
sense of the term be no Avealth. The answer is, that for the 
purposes of Political Kcoiiomy, there would be no wealtli ; for 
in tact in sucli a state of tilings, supposing it possible, the 
science of Political Economy would liave lu) application. In 
such a state of society, Agriculture, Mechanics, or any otlier of 
tins arts wliich are subser\dent to the jiroduction of* the com- 
moilities wliich are witli us the subjects of exchange might be 
studied, but. the science of Political Economy would not exist.” 

The.se extracts are in exact accordance with the views of 
every Economist except Mr. Mil! ; in iact, he is the only one who 
has mixed, up ^liscus^sions on Socialism witli a work on Political 
Economy, greatly, in our opinion, to the detriment of the 
scientific unity of the .subject. 

Not only was the sjiecilic declaration of the Physiocrates that 
by the Production, Distrilmtiou, and Consumption of Wealth, 
they meant the ComnuTCC or Exchange of material products^ 
only, a great inducement to adopt the name of the Science of 
Exchanges, fi’om the beginning, as Condillac did, but it has now 
indeed become a mfitaor of imperative necessity to do so, .since 
it ha.s been enlarged so as to emliracc all exchangeable quan- 
tities, and all exchanges. The former designation has now 
become quite unintelligible. It is just one of tliose cases which 
illustrate Mr. Milfs remarks in the latrodaMlon. to his Lotjic — 
“ Accordingly in the case of so complex an aggregation of parti- 
culars as are comprehended in anything wliich can be called a 
science, the definition we set out with is seldom that which a 
more extensive knowledge of the subject sliows to be the most 
appropriate. Until wc know ilie paitieular.s tbeinselves, we 
cannot fix upon the most correct and compact mode of circum- 
scribing them by a general description. ^ * So long as the 

sciences are imperfect the definitions must partake of their 
imperfections; and if the former are progressive, the latter 
ought to be so too.” 

In the.se remarks of Mr. Mill we entirely concur ; and it is 
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for tjiese very reasons that we adofit tlio dofiiiition of Die. 
science as hdup: tJiat of exchariires. The definition of it as the 
ProductioTi, Distribution, and Oonsmnption of Wealth was not 
very inteUbj^iblo when it was confined to the oxi^hann^e of 
material ] products, but now^ that it is enlarged so as to embrace 
the theory of w ages and tlic great commerce in debts, .it is 
iitterlv nnlnlelligible, and the definition of it as that of Exchanges 
is ll)0 only one w hich will lit the lacts. 

We have seen that Whately, wdio, as iar ns we know, w^as 
the first to call it by this name in Ibis country, WMwdd have 
preferred to ^^•lU it 0 at a ol actios, in orvler to mark its nature 
more clearly. Hut the name liy which a scicaicc is <‘alled is of 
very small importance; the real reqiiisite is that its nature and 
objects shonid be clearly defined. There is n(» advanlnge to be 
gained by changing t.lie name of a sc.ience which has once 
actjuired a firm liold in popular usage, even though that iiarno 
would not, perhaps, have, been th(5 best that might have been 
select'd if the science Avorc a ncAv creation. There are few 
sciences which liave not rcireived a gn*at ca tension or alteration 
of apjfiication of what the meaning of tlieir names would 
suggest. l*Jat,o long enough ago laughed at the Idea of calling 
the Hcience whicli treated of the motion of the heavenly l>odies 
geometry, yet geometry has retained its name from tliat day to 
this; and the French call a great analyst a great geometer. 
Trigonometry has long ago ox])anded beyond the measuring of 
triangles. Who could tell what Chemistry or Electricity meant 
by their names y In ancitm t times Music meMii t all the lilieral arts; 
in modern times it is restricted to the modulation of sounds, 

57. Tlie name of Political Economy, or Economic Science, 
is so firmly rooted in the public mind, that no advantage would 
be got by cJianging it. And, furthermore, there is no reason 
for changing it, as the true character of the science is exprc.ssed 
in its very name. Many persons suppose that choc in Greek 
means a liouse, and that an Economist is the master of a liouse. 
But otKoi: in Greek has a much more extensive meaning than 
tViat of a house: it means Property, Estate, or substance of 
every description. Thus Homer, Odyssey II., 288, says : — 

KartSovxTi ftialioc 
OJkop r()r 0 ovKiri ijitirri vutfiku. 

Tfiey foveibly denovr the svhstance of ITlysseSy wlio^ they say\ 
wit nexier retwrn. 
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So, Od. IV , — "llrrOieral ftOt OIKOC, 

My prope/rty is Imny dexioarcd. 

So, Uorodot. III., 53 — Kcii oiKoi' Tov Trarporj hatjwpriOtvTa^ ' 
And the lyroperty of your father coasted aicay, 

, So, Ilovodot. Vir., 224 — rov oik'ot' iravra tov iowrov tiricMKi* 
lie gave him bach^ too^ the tchole of his property. 

So, Domostbenos, ogolnst Aphobtis^ 833, 21 — olxot * * 

ctTrXamoi hni TpnrXaffiOL yfyovufft. 

Their fortunes have doubled mtd tripled. 

So, liysia.s, agdinst lUrutostheHes — touc Iviovc (/'ikimc ovtol * 
vKri](TavTo, 

These me a increased their ptrivate forturies. 

And in tlie O^hvnomieus of Xenoplion, Socrates expressly 
points out tlie distinction between oIkov and oiaa, the latter 
being the lioinse only, while the former was all a inaiVs property, 
or substance. 

So, Amiuonius says — oIkov Xtytrai fj Trdtra ovala. 

oliwQ means all property. 

The word okor was not only used by Gr(>ok writers to signify 
property of every desorijition, but it was the teehnical term in 
Attic* Law for liie wdiole of a man’s goods and cliattels, or sub- 
stance or estate, of every descri|>tiou. irenoe, if such property 
as shares in cornmercial companies, the funds, or c(>j»yng]it, had 
existed at that time, they would all have been classed as oIkoq. 
Hence, Economics is an apt and fitting term to denote tlie 
Science wliich treats of tlie Exchanges of Pj-operty. 

TJie only cliange we propose to make — if indeed it can bo 
Ct'illed a chaiigo — is this: The science is in popular language 
called both “ P<ditical Economy,” and “ Economic Science,” or 
“ Economics.” Now the first term is too niucli associated with 
politics in the popular apprehension ; and indecHl included all 
government as used liy tlie Fhysiocrab^s. J. B. Say was the 
first who restricted Political Economy to Wealth. Now it 
seems to us better to adopt that name which most clearly 
defines its nature and extent, and is most analogous to the namc^s 
of similar sciences. Therefore we sliall henceforth in this work, 
use the name of “ Economics” exclusively, and discontinue that 
of Political Economy. 



122 


PRINCIPLP]S OF ECONOMICS. 


[Chap. III. 


The. definition of the Science which we otter is this : — 

Economics is the Scmice tahlch treats of the Laws which 
govern the llelations of JExehangeahle Quantities. 

This deliiiition appears to state clearly and distinctly the 
nature and extent of the science, and to be free from the 
ambiguities oonne(*ted with the words Wealth n\\^ l ;,and 
M. Michel Chevalier lias done us the lionour to say that he 
considers it the best definition of the sci^^nce that has yet 
been proposed. 

5S. Wo are hap})y to say that one of the latest and most 
distinguished Ameiican Economists takes exactly the same view 
of the subject. Proibssor Peny says — ‘‘ Politi<jal Economy is 
the science of exchange.s, or, wdiat is cx.actly ef|uivalcnt, the 
science of value.’” — “So Ihr as men satisfy their own wants 
by their own ettbrts without (ixchange, they stand outside the 
pale of this science. Under these circumstances the idea of 
Value couhl neither have l)irth or being, and, of course, there 
could be no su(!h thing as a science of value.” “ Tiie only one 
which, seems to tlie pre.sont writer to l>c exactly right, is the 
definition given by Archbisltop Whately, namely, the scnonce 
of exchanges. This definition or its precise equivalent, the 
science of value, gives a perfectly definite field to I*olitical 
Elconomy. Wherever value goes tills science goes, and where 
value stops this science stops. Political Ec.onomy is tlie science 
of value, and of nothing else.”'^ — “This definition is drawing to 
itself tlie most reiunit investigators in France, England, and 
America; and the scientific development of it has already put 
political economy into a new and better posture.” ^ 

50. Adopting, then, this conception of the Science of Eco- 
nomics which we have clearly shewn to be the mere generaliza- 
tion ol tlie idea of the two preceding schools of Economists, and 
W'hich must commend itself to every one accustomed to tlie study 
of other sciences, we liave a distinct body of phenomena all 
based upon a single idea, and therefore fitted to form a great 
demonstrative science of the same rank as Mechanics or Optics, 

1 Ekmevis of Politiml fjeonomy. By Arthur Latham Ferry, Professor of 
Political Economy m WrUiam.^ (hlhye. Mass., p. 1. 

» ihid., p. m. * fhid., p. u. 4 im., p. 27. 
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or any other Physical Science. Another great body of par- 
ticulars won from the vagnc, floating, and uncertain mass of 
knowledge, is fixed and circiuinscribed by a single conception, 
and formed into a great Inductive Science, whose investigations 
must be governed by the same general x)rincij)les of Inductive 
Logie, as ollicrs are, and yet will bo found to contribute its 
quota to Inductive Logic, bearing a general similarity to its 
sister sciences, and yet with peculiarities of its own, 

Facies non omnibus una, 

Kcc di versa taineri ; quaU's decet esse sororiim. 

And as quantities of such divers natures as men, cattle of all 
sorts, the wind, gravity^ gunpowder, steam, &c., all come 
under the scicvnoci of Mechanics, because they all exert force^ 
whose efiects can be nieasurctl nmnerieally, and mechanics 
regards them simply as forces, wholly in'espeetivc of any other 
qualities they may possess; so we see liow (|u anti ties of sucli 
divers natures as money, bouses, lands, d(d>ts, men, eo])}- rights, 
cattle, the funds, llio scieiuics, clothes, lal)our, ami rights of 
all sorts, are all included in the science of Economics, because 
tljey all have the quality of cxcluingeability, and Economics 
regards th(3m in ros|)OCt of this quality alone, wdiolly irres])Octive 
of any other qualities they may possess. Thus wq see the 
true field of the yciiaicc: an Economist is one who reasons 
about the Laws of Value. It has often liappened in many 
countries that in cases of a great scarcity of corn, the govern- 
ment has imported corn with the benevolent intention of 
lowering its price, and .making it more plentiful. But the efiect 
has usually been to make it more S(?ar<;(3 and dear. This shews 
that they did not correctly undiirstand the laws of Economics. 
And this also shews how it is a Pliysical Moral Science, because 
its laws are obtained by observing the mores — the iiOrj — of men, 
and its eifects arc shewn by the uujiierical amounts in which 
the several quantities will exchange with each other. 

It is also seen wdiat questions are beyond its limits. Nothing 
can be more vague and ill defined than the popular notions of 
what is, and what is not an Economic question. Thus, when 
the Legislature recently passed an act to give tenants in Ireland 
certain rights w^hich they had not before, man}" of its opponents 
set up a cry that this was against the laws of Political Economy. 
The answer is that it was not a question of Economics at all, 
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but of Morality. It was a pure qiiOvStion of Morality and Jus- 
tice whether the tenants should luive tliesc rights or not ; it did 
not become a question of Economics until these rights were 
brought into oommerco, or exchanged. 

The pure science of Economies is tlierefore capable of rigorous 
mathematical domonstration, and it is better to approjvriMtc.the 
name to a subject winch is of universal application. liut there 
are several sulyects closely allied to it ^s'hich wo, shall have to 
consider, siudi as Taxation, Poor LaAVs, Colonization, Population, 
&c ,5 whicli wo may call mixed Economics and jMorals. Tlio 
sum i’aise<i b}' taxation is the sSurn ])aitl by the coimnunity for 
certain services <lone to the State. But how that sum should 
be raised, and who sliould pay it, is \'ery mucli a question of 
Morals — of o|.>inioii and argument — and not a question of demon- 
stration. But so far as Taxation aHects tlie values of quantities, 
it is a question of Economies. It Is also a (piestum of Morals 
Avliethcr there should be. a IV)or Law or not; but how Poor 
rates alleet the V aluo of Labour, is a question of Economics. 
And so on of the otlier cognate subjects, 8o the (juestions of 
inheritance and bc<:|uest are, properly speaking, social or moral 
subjects; all those are, in many rosjxicts, uncertain and variable, 
and greatly dependent on particular cireumslauccs. It is not 
possible to arrive at absolute, universal, domonstrative truth in 
them. 

60. lienee we the fundamental distinction between a 
Socialistic and an Economic state of society. A Socialistic state 
of society is ex|)rcssly devised for the purposes of abolishing 
private property and free cxcliunges, and thus extinguisiilng the 
notion ()f Value. An Economic state of society is udierc the 
right of private property exists, and where free exchanges are 
allowed, and the very object of Economic Science is to discover 
the laws wdiich govern these exclianges. It is so notorious that 
the science of Political Economy is founded on the conception 
of private property and free exchanges that it is well known that 
the Socialists have declared a most deadly war against it, and 
when they got the upper liand for a .sliort time in Paris the first 
thing they did was to abolish all the chairs of Political Economy 
in the country. 
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61, From the preceding remarks, it may appear that the 
science we are about to treat of is insignificant. It has nothing 
to boast so striking to tlic imagination as the triumphs of the 
astronomer or the chemist. But it is not too much to say that 
it is more intimately connected with Iniman }ia|)pines8 and wx'll- 
beihg tJian all other sciences put togetlier. The astronomer’s 
field of fame lies in the cold regions of space. Wc may be 
amazed, almost an e-struck, with tlie poAvers of the human in- 
tellect, Avliich l)y a few mysterious symbols on pa])er, detected 
the existence, and fixed tlu^ position, of an undiscovered planet. 
Tliese truly ai*e marvellous triumpbs. But w e are not aAvare 
tliat th(?y have had any irfibionco on lunnan afiairs. Beyond tlic 
satisfaction of philosojdiic truth, wc are not awaare that it matters 
anything to the prosjierity of nations, wdiother the Ftoleinaic or 
the Newtonian theory, whether the Emission or the Wave theory 
be the victor. The asti'onoincr may dazzle the int(filect., but in 
his lone icy grandeur lie is far beyond the reacli of lunnan 
8yni]>athy. T5ut the illnsti*ious man who discovered the palpalde 
truth, that in corainerce hath sides must gain^ operated a revolu- 
tion in public ojfmipn, and in national )>olicy wducli directly 
affects the haj)])incss of every liumau Ijoing, ami for ever removed 
a perennial source of Avar Irom the Avorld, Economics is essen- 
tially a science of human interest; it performs among sciences 
wiiat tlie lioman j>oet, in tliose Avoiid-lhnious lines, asserted to 
be the pcMUiliar tunction of his coiintrynuui among nations : — 
Exciulcnt alii spirant hi mollius tera, 

Credo eqiiidcm; y'wo^ ducent do inannorc A^oltus; 

Oraluiiu causHS luolius, o<i'li(iue iii(?atus 
Dcscribcait radio, et surgoutia sidera diccut; 

Tu regero iiniicrio populos, Roinanc, iiicinento; 

Il:e til)i crunl artes; pacisque imponero nioreni, 

Pai’cero subjeetis, el debcllare superbos. 

If AV'ar is the greatest curse of ma.nkind, Economics is its 
most ])Ovverfnl antagonist. If tyranni:\al monojiolies in trade 
are among the gri'atest social curscvs, Economics is their inoKSt 
effectual destroyer. When its cons(*(iuences are clearly appre- 
hended and its doe trines have Avon their way to nniversal 
acceptance, they Avill go for to convert the Avorhl from a 
slaughter-house and a sliambles into a garden of plenty and 
abundance. What a humiliation for the pride of the human 
intellect to discover tliat for six generations the wisest states- 
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men, the most experienced merchants, and the most enlightened 
nations were enthralled by a phrase, under whose influence 
every nation was armed against every other, and the most 
powerful states brought to ruin, and misery and desolation 
visited upon every fireside in Europe — and when true Eco- 
nomics examined this expression it was fo\md to be a chimf(ji*a 
and a delusion! Amid this nni\er.sal insanity and desolation 
the Genius of Economics rose with lioaling on its wings to 
minister the only remedy wliich could restore }>rosperity to the 
world. One UTiha]>j>y plirase was the pregnant source of all 
this woo, the magic of another phrase alone assuaged it. There 
is not a single false doctrine in Economics wliich has not been 
the cause of immense calamities to inanlvind. What terrible 
sufferings have been caused by false theories of Ci-edit ! Erro- 
neous notions on Value have ruined the [irosperity of many 
trades, broken up and scattered thousands and tliousands of 
happy homes, and brouglit their inmates to the gaol, the work- 
house, and the grave. No doubt the progn^ss of sound ideas is 
slow; centuries, perhaps, may elapse bei'oro they produce their 
full cftecls. I5ut tluiy liavc now an irrevocable l)old on the 
opinions of mankind. The laws of Economics arc now domon- 
stratively settled. It was not uncertain cajirice that made 
England adopt the principles of Free Trade, but scientific truth. 
The progre?ss may bo slow, but it is irrevci’silile ; no one dreams 
that England will ever again go back to lier former errors. 
Scientific reasoning and practical success equally combine to 
insure the ultimate triumi)li of these princijiles. IVne Economics 
is the surest source of the prosperity of nations, and the most 
powerfiil agent to subdue barbarism, and to Immanise mankind. 
More than all other causes put together, it will help to accelerate 
the period wlien the roar of the cannon sliall he heard no more, 
and the sabre shall rust in its scabbard. When it is clearly seen 
that the interests of all mankind arc bound up in peace, iind 
that every nation is interested in tlie prosperity of its 
neighbours, and that the misfortunes of one nation are injurious 
to the interests of every other, then it may be hoped that 
the war clouds will cease to lower on the horizon. 

Placatumquo niiet diffuse lumiiie coDlum. 
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WEAtTn-— PitorKKTr — V alue — Money, Curkency, Credit, 
Circulating Medium, Circulation— Price, Discount, 
Interest— Rai’e oe Interest, Rate ok Profit — Securi- 
ties FOR Money and Coxvertuile Securities — Capital, 
Fixed and Floating — Production and Consuaii’tion, 
Supply and Demand — Certain Preliminary Proposi- 
tions. 

1. In the preceding chapter ive have given an account of 
the historical progress of Ideas as to the nature and objects of 
Economic Science: and we found an absolute unanimity of 
agreement among ancient and modern writers that the single 
general quality of things which renders them VV ealth is e.xchange- 
abillty. If, then, it be agreed that Economics is the science of 
things so far as regards their being W ealth, it can be nothing 
else than the science of them so far as regards their Exchange- 
able Relations. 

Having thus determined the general conception of the science 
itself, our next duty is to fix its general conceptions. And in 
ascertaining these, we sliall follow exactly the same gcneriil 
course as we did with respect to the .seioiice itself. We shall 
ex.aminc the dcfiuitions given by the principal writers, and search 
for that single general idea only, which each general conception 
must involve, in accordance with the canons laid down already. 

Most of the definitions in common use are involved and 
complex, and a combiu.ation of several ideas. Our duty wiU bo 
to resolve these into their separate ideas, and by means of 
Liductive Logic discover which i.s the single time general idea, 
and elimin.ate all the other accidental and intrusive ideas. As 
Becc.aria observed long ago, the only way to arrive at- grand 
and universal principles and to discover the true relations of 
things is to decompose by analysis ill-combined ideas.' 

> Dd diiordine ddk Moncte ntUo Stato di Milam. 
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The early stages of every physical science are full of similar 
discussions, and it is because their cultivators saw the absolute 
necessity of such a course that the sciences have reached such a 
state of perfection, and it is simply because the cultivators of 
Economics have systematically neglected this indispensable 
labour that Economics at the present day presents such a 
melanclioly aspect, wlion there are scarcely two Economi.sts 
who agree on any point whatever in the .science, and the works 
of the higlicst reputation are tilled with the most extraordinary 
self-con tra< 1 i ctioii s. 

We wish once for all to .say that it is from no love of logo- 
machy or controversy tliat we enter upon these discussions, but 
as a matter of abstdute necessity for the a<lvaiicement of >scien- 
tific truth. If we had followed our own wishes only, wo should 
have contented ourselves with a .simple exposition of our own 
conceptions, ami left tliem to make tluar own wny. But when 
so many and divers ones arc used in works of extensive circula- 
tion we thought lliiit we could not avoid the necessity of 
examiiving them and pointing out their imperfections. 

The perfonnan.ee of this may seem to savour too much of 
metaphysics, but it is of the dcM^pest practical importance. 
Speaking of the definition of Wealth, Wliately says* — It 
were WHill if tlic ambiguitios of this w'ord had done no more 
than puzzle philosophers. One of them gave birth to the 
Mercantile System * The results liave been fraud, punish- 
ment, and poverty at homo, and discord and war without. * 
It has for centuries done more, and perhaps for centuries to 
come w-ill do more, to retard the irnprovement of Eui-ope tlian 
all other causes }>ut together.” Xo well-informed [tersori can 
deny the truth of tliis, and therefore it may ]>robably be 
admitted tliat it is wortli while to give a little trouble to fix the 
meaning of the woixJ. 

Most persons engaged in practical business arc morbidly 
averse to such discussions. But their fortunes may depend upon 
them.. The Bank Act of 1814, one of the most important 
practical, acts in the Statute book, is expressely founded on a 
peouiiar definition of the word Currency, and is designed for the 
purpose of carrying into cflect a particular theory of Currency. 
At certain periods of commercial crisis, the whole fabric of 
* Apiiendi^ to Logic. 
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British commerce is menaced with ruin on account of a peculiar 
definition of currency, and a particular theory of currency. 

Now the views of the persons who differ on the meaning of 
the word Currency, on which such important consequences 
depend, are well known. They can he stateil in a very slmrt 
compass indeed. And it is perfectly easy for any properly 
qualified person to pronounce an al>solute jndginent upon them. 
Any commercial lawyer, and any Court of Coniinoii Law, on 
hearing a statcincnt of the views of each party, would decide 
in a minute whicli was right. Tlie Laws of Inductive Logic 
point out witli certainty wliich side is riglit. Is it not wortii 
wdiile then to devote a little time and trouble to det(.*rrnino a 
point of such enormous practical importance? and which will bo 
a constant source of annoyanrje and worry until it is settled ? 
In the course of this work it will be shewn what immense 
practical conscxpiences depend upon the meaning of the other 
definitions in the science. 

It is indeed sometimes supposed that as the general terms of 
Economies arc taken from common discourse, it is not possible 
to give them as precise and definite a meaning ns the technical 
terms in IMjysical Science. But this is a great error. In almost 
all the Pliysical Sciences a considerable number of tlie technical 
terms are taken from coi union discourse, but men of science 
saw tlie neces.sity of scle(*ting, defining, and fixing the meaning 
of the word to be used in that science, Alany words are used 
in several different sciences, but witli a different, distinct, and 
technical moaning in oacli science. Tlnu’c is, tlierefore, nothing 
peculiar in the fact that the technical terms in Economics arc 
taken from comniori disciiurse, and there is no jKaailiar dilliculty 
in defining and fixing them in a sense suitable for the sciene-e of 
Economics. Tiie sole condition is that the same philo-sopliical 
methods of selecting the signification they are to bear, be 
followed as have already been employed in other scient*es. 

The Physiocrate Pejhiitloti of Wealth, 

2. The Physiocratos held that all things necessary for the 
preservation and comfort of the human race arc products of 
the earth* Those products which the producers consumed them, 
selves they called hiens^ but the products which the producers 
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exchanged, they called Wkalth. Thus, Baudenn says ITse- 
fnl and agreeable objects proper for our enjoyment, are called 
fhiens ) goods, because they conduce to the preservation, the 
propagation, and the well-being of mankind on the earth. 

But sometimes these goods are not wealth, because they 
cannot be excliaiiged for other goods, or be used to pfocure 
other enjoyments. The products of nature, or the works of 
art, the most necessary or the most agr(‘eable, cease to be 
Wealth when you lose the po\\'er of excliMuging tliem, and of 
procuring other enjoynieiits by means of tliis exchange. One 
liurnlred thousand i'ect of the most beautiful oak in the world, 
would not be Wealth to you in tin? interior of North America, 
wliere yon could not divest yourself of its possession by means 
of an exchange. 

‘‘ The title of I VWif A, therefore, supposes two things; first, 
useful qualities which renders the objeirts useful and agreeable, 
and fit for an enjoyment, which renders them (J)icns) goods; 
secondly, the possibility of exchanging them, wliicli enables 
these goods to procui'c yon others, which constitutes them 
Wealth. 

This possibility of exchange siipj)ose>s that there are other 
goods for whicli they can be exchanged.” 

So Quesnay says’'' — We must distinguish between goods 
{Mens) winch have value in use, and not value in exchange, and 
Wealth Avhich has both value in use and value in exchange. 
For instance, the savages in Louisiana enjoy iriany goods, 

such as w ood, game, tiie fruits of the earth, <fcc., which are not 
Wealth, because they luive no value in exchange. But since 
some kinds of commerce have been established l)etW’eeu them 
and the French, tlie English, and the Spaniards, &c., part of 
these hiens have acquired a value in exchange, and are become 
Wealth.” 

So also Le Trosne says ^ Man is surrounded by wants 
which are renewed everyday. * * Whatever they are, it is 

only from tlie earth that he can draw the means of supplying 
them. This |)]iysical trutli that the earth is the source of all 
hiens^ is so selfcvidont, that no one can doubt it. * * But 

' hifroductirm la J^eonomvpiey Ch. /., § 5, 

Maxiuois Gkutmlen dn Otyuremewait. JMaiy;. 18. If ate, 
r i ntertiiif Ch. § 1, 2, 3, 4. 
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it is not sufficient to estimate products by their useful qualities, 
we must consider the property they have of being exclianged 
against each other. * * Products acquire therefore in a state 

of society a new quality, wliich sju-ings from the communicalloii 
of men witli each other : this quality is ValaCy which makes 
tlio jyroducts become Wealthy and so there is rjothlng superfluous, 
because the excess becomes the means to obtain wliat one 
wants. 

“ Value consists in the relation of exchange, which exists 
between sucli and such products. * * In a word, tlie quality 

of Wealth supposes not only a useful property, but also the 
possibility of exchange, because value is nothing but. the 
relation of exchange. The earth in truth only gives 
products, which have tlie pliysical <iualitics to satisfy our 
wants : it is exchange wliich gives tlieni Value ; a quality 
relative and accidontal. l>ut a.s it is tlie ])roducts themselves 
which are the sole matter of exchange, it follows that we can 
say with truth that it is the earth wliich produces not only 
all bieris^ but all Wealth?'^ * 

Tlius we see that the Physiocrate Definition of Wealth was 
perfectly clear and intelligible: it was the products of the 
Earth which are brought into commerce, or whiclv are exchanged. 
It was also their fundamental dogma that the Earth is the only 
source of Wealtli, because as was repeated by a multitude of 
writers, man can create nothing, and Nothing can come out of 
Nothing. 


On Adam Smitlis DeJiniUou of Wealth. 


3. Smith entitles hi.s work, An Inquiry into the Hature and 
Causes of the Wealth of Hatums^ but he does not commence 
by giving any clear definition of what he means by Wealth. 

lliere was, however, an expression wliich was in very com- 
mon use by the Economists of all countries at this period which 
he seems to have adopted. He says in tlie introduction— The 
real wealth, the annual produce of the land and labour of the 
Society,” and from the number of times this phrase is repeated 
throughout the work, Ave shall probably not be far wrong, if we 
consider that as the nearest idea of '.vhat he meant. 

Now, on examining tliis phrase it is very evident that it is 

De Vintcrest sodale, § 10. 
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ambignoiis. It is not clear whether he means the annual pro- 
duce of the land alone, and th(3 produce of labour alone, or 
the produce of land and labour combined. It is probable he 
meant the latter. 

Whichever way the <??:pressioii be interpreted, it is manifest 
that it is far too wide; because if it be laid down absolutefy that 
the produce of land and labour, eitlicr separately or combined, is 
wealll), then every nseles.s product of the earth is wealth, as well 
as the most nsetul, the tares as well as the wheat. So also every 
useless work done Avouhl be Avcalth. Thus if a number of 
labourers were to raise a mound on Salisbury Plain or to build 
a palace in the middle of the Sahara, that would be Avealth: so 
also children’s mud pies Avould be Avealtli. In fact the error of 
the definition in respect of excess, is so manifest that it requires 
no further illustration or arguments to shew it. 

On the Ollier hand the definition is far too narroAV, for Smith 
Inms.elf acknowledges things to be Avealth, which are certainly 
not the “ annual produce of land and labour.” Thus in B. TI. c. 1, 
under the head ot* Fi\(Ml Capital ho enumerates Tlie acquired 
and useful abilities of all the iiiliabitants, or members of the 
society. The ac({iiisitiou of such talents, by tlie maintenance of 
the acquirer during his e«luc.aUon, study, or apprent-iceshij) always 
costs a real expense, Avliich is a c*a]>ilal fixed and realised as it 
were in his person. These talents as they make a part of his 
fortune, so do they likewise of that of tiie society to wliich ho 
belongs.” Thus wo see that Smith expressly includes talents 
and abilities as Avealih ; or as they are frequently called by more 
recent Avriters moial nr iinniaterial wealth. Isow intellectual 
qualities are certainly not tlie produce of land, nor are they pro- 
duce of land and labour combined. It may be said tliat acquired 
abilities arc the produce of labour, but certainly natural abilities 
are not the producci of labour. And thus Smith’s definition is 
sheAvn to be too jiarrow by his OAvn l)ook. 

"J'here are besides many other things Avhich every one will 
admit to be ^‘wealth” which are clearly not the “annual produce 
of land and labovir.” 

Thus the land itself upon AAdiich a city is built is wealth to the 
possessor ol it. But the land itself is not the “ annual produce 
of land and labour.” 

Timber trees which never had any labour bestOAVed upon them 
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at alJ, become of great value wheu a country becomes peopled. 
Tliese timber trees are certainly not the “ produce of lancUand 
labour,” nor can catlle be properly called the ‘‘produce of land 
and labour.” It is evidently quite incorrect to say that cattle 
and trees, and domestic animals of all sorts are the “ produce of 
land and labour.” Ijabour maybe employed in tending animals: 
but certainly cattle and trees are not iha prod} ice of labour. 

Hence besides ccuMain material products adniitted to be wealth 
which may be correctly described as the “ annual produce of 
land and labour,” we find large quantities of material products 
wliicl) are jnanifcstly wealth, which cannot be correctly described 
as the ‘‘arnnnd produce of land and labour,” and we have 
obser\'ed that tliere are two distinct kinds of wealth, material or 
corporeal, and inimateriid. 

But Smith vacknowledgos a third species of Wealtli of a dif- 
ferent nature from the other two. In B. 11., c. 2.: “ On Metallic 
and Paper Money,” he say.s that if to a circulating specie of one 
million of specie, banks arnl bankers arid a million of l)ank notes, 
reserving two Inmdred tliousand in s]>ecie to meet demands, 
“there would remain, therefore, in circulation <‘igld ]iiin<lred 
thousand pounds in gold and silver, and a million of bank notes, 
or eightcfin linndred tliousand pounds of paper and money to- 
gether.” And under the head of eajiital lie expressly includes 
pa]>er currency of all sorts, Notes, Bills, &c. Now, we see by 
these passages, that Smith fully recognizes tlie fact that these 
bank notes are Exchangeable Pro)>erl v. He puts tiui million of 
notes on exactly tiie same footing as gold and sihau*. He admits 
that bankeis by issuing this million of notes majmeM the mass 
of exeliangeable property by that amount. Now, Avhat are these 
bank notes? 'J'hey are simply so many circulating debts. They 
are a species of |)ropcrty which is also called Ciieoit, whose 
nature we shall have to investigate at great length hereafter. 

These circulating de))ts arc the Negative Economic Quantities, 
which we spoke of in the last cliapter. All that we wish to 
observe here is that Smith puts paper money exactly on the 
same footing as so much money, and he admits that the 
creation of these debts is an increase of the mass of otlier 
exchangeable property. 

Now this Credit, or Debt, is ccrtaiwly not the “a?inual pnxluce 
of land and labour.” 
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Hence we see that SriiHli classes services, or labour, and credit 
under the title of Wealth, which the Physiocratcs di<l not, and 
thus he completely overthrew the Physiocrate dogma that the 
Earth is the source of all wealth. 

This third species of wealth includes many other kimjs of 
enormous magnitude, which it will be more convenient to 
en u rnerate h ereaftoi\ 

Hence we sec that Smith’s definition of wealth— assuming 
that we have iiiter)>reted him correctly — entirely foils ; it is at 
once for too wide and far too narrow. It indudea a mass of 
tilings wliieh can by no possibility be called wealth ; and it 
exdudes tlie iininensoly greater portion of what Smith himself 
admits to be wealth. 

Such a definition of Wealth Is open to another serious objec- 
tion, whi(;h is ])atoiit from his own work. For if it he laid 
down absolutely that the produce of land and labour ” is 
wealth, it (iloaiiy follows that if anything l>e ]>ro<Uiced by laud 
and labour, it must be wealth at all times, and in all places: 
tliat what is once wealth must always be wealth. But universal 
e\])erience shews that such a doctrine is utterly erroneous. 

But Smith after saying iu innumerable places that the annual 
produce of land and labour” is wealth, says, B. 11., c. 2.: ‘‘A 
guinea [which may be called the produce of land and labour] 
may bo considered as a bill for a certain quantity of necessaries 
and conveniences upon all the tradesmen in the neighbourhood. 
The revenue of the person to whom it is paid, does not so pro- 
perly consist in the jiiece of gold, as in what he can get for it, 
or in what he can excliango it for. ff U could he exchanged 
for nothing^ it would^ like a. hill apon a hankrupt^ be of no more 
value than the m ost useless piece of paper 

We thus see the incoiigniity of Smith’s conceptions of the 
very fuiKlamental word in the wdiole science. He lirst tells us 
in a multitude of places that wealth is the “ annual produce of 
land and labour,” then afterwards he says that unless it is 
exchangeable it is not \vealth. So far, however, he makes 
Labour and Materiality necessary to wealth. But he then 
classes intellectual qualities as wealth, in which there is certainly 
no Materiality, though tliey may, in some cases, be connected 
With T^al>our. And after tliat, he classes Credit as wealth in 
Nvliich there is neither Miiterialiiy nor Labour. Now, it is mani- 
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fest that the two fuuclameatal conceptions, “ annual produce of 
land and labour,” and ‘'exchangeability,” do not coincide; for 
we may have the produce of land and labour which is not 
exchangeable, and there are stupendous masses of exchangeable 
property — nay, in this commercial country enormously the 
greater portion — which i.s in no way whatever the produce of 
land and labour. 

It would be far too tedious to investigate sei>arately every 
writer’.s definitioji of Wealth. To investigate Smith’s fully was 
duo to the reputation of the Wmlth of N‘ations. Hut the real 
points in debate arc wlietlicr such tilings as services, labour, 
and the sciences, and also such projicrties as Credit, tlie Funds, 
Copyrights, and similar property are to be included under the 
title of Wealth. The better way will be to examine the ojiinions 
of some of the principal writers on each of these points scjiarately 
and then to state the reasons which decide the (luestion. 

4. Tlie earliest definition of Wealth that we are aware of 
is that given by Aristotle, Kieomur. J^Jthies B. V., c, 1 : — 

Xprifiara Se Xeyo/zer Trarru, oaioy >/ a^ta ro/i/Vgart fj^crp^irai. 

And we call Wealth everythin (f whose value is measured by 
money. 

Or rather wc may say everything which is exchangeable, 
money itself being an excliangeable quantity. 

Now it is evident that the generality of this definition in- 
cludes botli of th (3 two latter species of quantities we have 
mentioned above: because a person’s labour or services may be 
measured in money ; and also Debts, Copyrights, the Funds, 
and all that class of Property, may be bought and sold for 
money. 


On Immaterial Wealth. 

0 . The subject of Wealth is discussed in one of the earliest 
Economic Treatises in existence. It is a remarkable dialogue 
named the Eryxias. It is often jirinted along with Plato, and 
is one of the three usually attributed to iEschiiics Socraticus, 
which, however are aU declared to be spurious by critics. The 
learned Master of Trinity College, Cambridge, thinks that this 
dialogue may }iot improbably belong to the early Peripatetic 
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period. This dialogue Ls but very little known, and aa it dis- 
cusses a question which is at tlie very root of Economics, we 
shall give a pretty full extract from it. 

The scene is laid on the return of the ambassadors to Sicily, 
who, discoursing on the subject with Socrates, mention^ tliat 
thev had sc(*u t’le wealthiest man in Sicily. This leads Socrates 
to discuss the nature of W ealth. After some preliminary dis- 
cussion, Socrates says, § '2'^ : — 

“ It now remains to bo considered what w-ealth itself is ; for, 
unless you kiioAV this first, you will not be able to agree whether 
it is a good or an evil. And I am ready to look into the matter 
wdth you as far as I am able. Let him, therefore, who says that 
w-ealth is a good tiling, say wliat he thinks about it. 

‘‘ Ery:r .. — But I <lo not, Socrates, define wealth in any different 
way from w hat others do. For I think tliat to be w’oalih v means 
to possess many good things (x(a)/iar«) ; and I think that Critias, 
here, does not think that wealth is anything else. 

— And still it remains to be eonsi(iero<l wdiat are goods 
that WO may not again hereafter seiun to ditlcr on 
the point. For instanci*, tlie C.arthaginians use such money 
(l epar/ia) as this : in a small bit of leather is enclosed some- 
thing as large as a stater: but wdiat the thing is, Avhich is 
wn'ajiped nj), nobody knows except the makt*rs. Then, w’hen it 
is sealed np, tliey use it as money. And lie who possess(?a the 
most of this, seems to possess (lie most good things (x^nifiara) 
and to 1)0 the w^ealthiest jierson. But if any one among us 
liossessed the greatest quantity of this, he wouhl not seem to 
be any richer than if he possessed so many pebbles from the 
hill. And at Lacedieinon a piece of iron is used as money, and 
this, too, useless iron. And he who possesses a great quantity 
of this iron is esteemed w ealthy, but any wdiere else its possession 
is worth nothing. And in .df^khiojna they use carved pebbles, 
which a Laconian could make no use of. But among the 
nomade Scythians, if any one po.sscssed tliC house of Polytion, 
he would not be thought any the more wealthy tlian if any one 
w'ith us jiossessed liycabettus. It is plain, ihej'cfore, that neither 
of these things can bo wealth (#:rfl/iara), if those wdio possess 
them are none the richer on that account. But there are some 
persons to whom each of these things is wealth 
those w-ho possess tlnun are w'ealthy; and to others they are 
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not wealth, and they are not richer for possessing them. Just 
as the same things are not good or base to all person>s, but 
different to different persons. But if we wisli to consider why, 
among the Scylhiaris, a house is not wealth, but it is to us; or 
why skins are wealth among the Carthaginians, but not with us; 
or why iron is wealtli to the Laceda3nionians, and not to us; 
shall we not best discov<3r the reason thus ? For instance, if 
any one at Athens ha])pened to possess a thousand talents’ 
weight of the stones in the market place, of which we make 
no use, would he be thought wealthier on that account? 

“ Jirt/x. — I think not. 

** Soar. — But if he possessed a thousand talents of the stone 
Lychnite, rhould we say that ho was very wealthy ? 

Eryx. — Certainly. 

“ — Is it not for this reason, that the one is useful to 

us, and tin; other useless? 

“ Eryx. — Certainly. 

“ Soer , — Tliorelbro tliat is the reason why houses are not 
wealth among the Scythians, because they have no need of 
a house. Nor would any Scythian prefer to have a house, 
however beautiful it niiglit be, rather than a sheepskin cloak, 
because the latter is useful to him, and the other useless. So, 
again, we do not think that the Cartliaginian money is wealth 
to us, I’or we can buy nothing that wo want with it, as we 
can with silver, so tlmt it is u.seles.s to iis. 

Eryx. — So it seems, 

“ Socr. — Whatever therefore is useful to ns is wealth 
(xp///iara) ; what(>ver is not useful to us is not wealth. 

‘‘ Eryx, — I low is this, Socrates ? Is there not something we 
use in conversing with one another, and in injuring each other, 
and many other things? Are these things wealth to ns? And 
yet they seem to be useful. Not even yet has it seemed clear to 
us wliat wealth is. For nearly all of us agree that to be wealth, 
it must be something useful: but what kind of useful things? 
Since it is not every kind of useful thing that is wealth. 

“/Socr. — Come, then, shall we not rather discover what we 
are seeking, if we investigate the question in this Avay What 
is that for which we use wealth, and for what object has the 
possession of wealth been discovered, as drugs to drive away 
diseases ? Perhaps this may make it clearer. It appears, there 
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fore, necessary for a tiling to be wealth, that it must also be 
useful. And of useful things, there is a certain species w'hich 
we call wealth. It remains to inquire for what kind of use are 
the things called wealth to be used; for all things are to bo 
called useful, which wo use for any purpose. As all things 
which have life, are living beings. But there is a certain race 
of living beings which we call man. But if any one were to 
ask us M'hat is that thing, which if Ave were free from, vve should 
not require the physician’s art, or its instruments, should we be 
able to say if diseases should leave our bodies, or did not at all 
exist, or if existing, were immediately driven away? It is clear 
that medicine is the science which is useful to remove diseases. 
Again, if any one should ask us what is that thing which, if it 
were removed, we should have no need of w^ealth, should we 
be able to say? If not, let us look into the matter again. 
Suppose a man could live without food or drink, and was 
neither hungry nor thirsty, is there any reason why he should 
Avant these things, or silver, or anything else, wdth w’hich to 
purchase them ? 

“ Eryx . — I think not. 

Soor , — And is this not true of other things? If we did not 
require for the service of the body Avhat we do want now, both 
heat tind cold sometimes, and other things besides, Avhich the 
body requires, those things which we now call wealth would 
not be Avanted by \is. This Avould bo so, at least, if no one 
Avanted any of those things, for the sake, of which Ave desire to 
have wealth : so that Ave had sufficient of Avhat we daily 
require for the desires and wants of the body. If, then, the use 
of Avealtli ia to minister to the wants of the body, if these 
Wyants Avere taken aw^ay, we should have no use for w^ealth, 
perhaps, indeed, there would be no such thing as Avealth at all. 

“ Eryx , — So it seems. 

Socr . — It a])pears, then, to us, it seems, that those things 
which are useful to this purpose are wealth. But wdiat are 
these kind of things? Can we say that the same thing is 
useful for the same purpose at one time, and useless at another? 

Eryx . — I should not say so. But if we want the same thing 
for the same purpose, it seems to me to be useful. And if not 
so, not so. 

“aSvo;*. — T herefore if \vc could cast a brazen statue Avithout 



THE ERYXIAS. 


139 


§ 5.1 


fire, we should not want fire for this purpose. And if we did 
not require it, it would be of no use to us. And the same 
argument holds good with regard to other things. 

^^Eryx . — It seems so. 

^^Sqcr . — Therefore of those things which any thing else can 
be done without, none appear to be useful, for this purpose 
at least. 

^^Eryx . — Cortainly not. 

*^Socr, — If, therefore, we should be able without silver and 
gold, and similar things, (which we do not use for the purposes 
of the body like meat and drink, and clothes, and bedding, and 
houses,) to satisfy the wants of the body, so as no longer to 
want them, gold and silver and similar things do not appear to 
us to be wealth, so far as regards this at least, if we could do 
without them. 

“ AVyir. — ^They would not. 

things would certainly not appear to us to be 
Wealth, if tliey were not useful ; but those things would be 
wealth by means of which wc couhl buy what is useful to us. 

'‘^Eryx, — O, Socrates! I could never be persuaded to believe 
that gold and silver, and such things, arc not wealth. For I 
am firmly persuaded that tlie things which are useless to us are 
not wealth, and that what is the most useful to us of all things 
is wealth. Surely it cannot be said that these things are not 
u.seful for our existence, if W'o can buy necessaries with them. 

“/SocT.— Come, then, how shall w'e settle this matter ? Are 
there certiiiii persons Nvho teach Music, or Grammar, or some 
other science, who in return for this obtain what is necessary 
for them, as a remuneration for this instruction? 

^^Eryx , — Certainly there are. 

Socr. — Therefore these men can purchase necessaries for 
themselves with this instruction, exchanging some of it for 
these things, as w'e do gold and silver. 

^^Eryx . — Cortainly they can. 

If, then, they gain by this means what they require 
for their living, this thing w^ould be useful towards their sub- 
sistence. For wc have already said that silver is useful for the 
purpose of purchasing the necessaries of life. 

Eryx , — It is so. 

u — Therefore if these sciences are useful for tliis pur- 
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pose, do not they seem to us to be Wealth, for the very same 
reason that gold and silver arc? And it is plain that those 
who possess them are vieher, &c.” 

This dialogue is ccM tainly one of the earliest known to exist 
on the subject, and it contains some of the fundamental con- 
ceptions of Economics. The autlior saw ch^arly that value con- 
sists in exchangeability, and that all value is local, that is to say 
that a thing may be wealth in one place, and among some people, 
and not wealth in other [>laces, and .among other people : and 
consequently tliat whatever jK>ssesses the quality of exchange- 
ability is wealth, whatever its iiature bo, and however small the 
sphere of its cx<;liangeal>ility may be. 1’he writer also clearly 
demonstrates that each of the proft*ssions and seienco.s is 
great estate, which produces utilities which are we;iltli to the 
possessors of them. Tliat intellectual wealth is in fact part of 
the national capital. This doctrine is, as we Inive seen, ad- 
mitted by Sinitl), but it quite overtlirows Avhal appears to be 
his fundamental delinUion of wealth. 

6. J. 13. Say was the first writer in modern times av1\o brought 
this doctrine forward with due prominence, lie says’: — 

He who has acquired a talent at the price of an annual 
sacrifice, enjoys an accuniuluted capital, and this wealth, al- 
though imniatei'ial, is nevertheless so little fi<qitious that he 
daily exchanges the exercise of Ids art for gol<] and silver,” 
In the Epitome at tlie end of the TrmU he defines an Irii- 
malcrial Product to be a utility, which is not fixed in any 
material substance, such as tite services of a physician, a lawyer, 
a civil or military functionary, and, indeed, we may .say labour 
of all sorts, wldch e.xpires in the u.se. 

This doctrine Say subsequently repeats in several places. 
Thus he savs;"* — ‘‘Since it has been proved that immaterial 
property, suvh as talents, and acquired personal abilities, form 
an integral part of social wealth.” 

So agairi:^-— You see, gentlemen, that utility, under wliat- 
ever form it presents itself, is the .source of the value of things ; 
and what may surprise you is, that this utility can be created, 
can have value, and become the subject of an exchange, Avithout 
being iiKiorporated in any material object. A manufacturer of 

* Trunks p, ;H, 2 Oovrs rl Kconornie ^ vot. p. 4. 
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glass places value in sand; a manufacturer of cloth places it in 
wool : but a physician sells us a. utility without being incorpo- 
rated in any matter. This utility is truly the fruit of his 
studies, hivS lal)our, and his capital. We buy it in buying his 
opinion. It is a real product, but immaterial.” — ‘‘The science, 
the talent of a pliysician, a surgeon, a professor, are not they 
acquired (‘a))ital yiehling a revenue? The oral instruction they 
liaA'c received are yet. not attached to any mat(.rial {>roduct.” 

In his synoptical ta])l(y of what constitutes the productive 
funds of a nation, he expressly enumerates iiitelle(d;ual and in- 
dustrial faculties of all sorts; and he treats immaterial products 
and services as vendible coinmoditi<!S, in all respe<‘ts on the 
same footing as material products. So also — “We must include 
under capital many objects which liave a value, although tliey 
are not material. The practice of an advocate, a notary, the 
custom of a shop, tlie reputation of a sign-board, the title of a 
periodical work, are undoulitcdly property {Mena): tliey may be 
bought and sold, and be the sulject of a contract; and they are 
also (‘.ipital, because tlujy are the fruit of accumulattHl labour. 
An advocate, by the wisdom of liis advice, by his industry and 
other qualities, has made tlio public have a good opinion of his 
chambers; this gooil opinion gives him the riglit to liighev fees. 
This excess of profit is the revenue of a capital entitled reputa- 
tlon, and tliis capital is the fruit of the care and pains the 
advocate lias taken during many years.” 

It is true that Say has (•ontradictod himself in other jiassages 
in tlic most extraordinary manner, which has given rise to all 
the confusion lie has caused on the subject of Credit. But we 
must reserve the exainiiialion of this until a future chapter. 
All we wisli to shew liere is that Say includes intellectual 
qualities of all sorts under the title of W ealth. 

7. The last writer, Ave think it necessary to cite, is Senior. 
He says:^ — “If the question whether personal qualities are 
articles of wealth had been proposed in classical times, it would 
have appeared too clear for discussion. In Athens every one 
would have replied that they, in fact, constituted the whole 
value of an Hpyavoy. The only differences in this 

I Cmn, Part c.8. * Cbwr*, Part JV.^ c. 5. 

* Political Economy^ p. 10, 
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respect between a freeman and a slave ai‘e, first, that the 
freeman soils himself y find only for a period, and to a certain 
extent; the slave may be sold by others and absolutely; and, 
secondly, that the personal qualities of the slave arc a portion of 
the wealtli of his master; those of the freeman, so fir as they 
can be made? the subjects of exchange, are a part of life own 
W'oalth. TJioy perish indeed by his death, and may be impaired 
or destroyed by disease, or rendered valueless by any changes 
in the customs of the eomitry, which sliall destroy the demand 
for his services; but subject to these contingencies they are 
wealth, and wealtli of the most valuable kind. The amount of 
revenue derived from tlieir exercise in England far exceeds the 
rental of all the lands in Great Britain.” 

So also ' — “ Even in our present stale of civilization, which, 
high as it appears by comparison, is far sliort of wlnit may 
easily be conceived, or even of Avliat may confidently be expecUnl, 
the Intei.lkctcial and Moral Capital of Great Britain far 
exceeds all her material cai>ital, not only in importance but 
even in productiveness. The families tluit receive mere wages 
probably do not form a fourth of the community ; and the 
comparatively larger amount of the wagcjs even of these, is 
principally owing to the capital and skill with which their 
efforts are assisted and directed hy the more educated members 
of the society. Tliese who receive mere rent, even using that 
Avord in its largest sense, are still fewer: and the amount of 
rent, like that of wages, principally depends on the knoAvIedge by 
Avhich the gifts of nature are directed and employed. The bulk 
of the national revenue is profit; and of that profit the portion 
which is mere interest on material capital, probably does not 
amount to one-third. The rest is the result of personal capital, 
or in other Avords of education. 

“ It is not on the accidents of the soil, or climate, or the existing 
accumulation of the material instruments of production, but 
on the quantity and the diffusion of this immaterial capital, that 
the Avealtb of a country depends. The climate, the soil, and the 
situation of Ireland liave been described as superior, and cer- 
tainly are not much inferior to our own. Her poverty has been 
attributed to the want of material capital ; but were Ireland 
noAv to exchange her native population for seven miliions of our 
* Poll deal Jb ' cxynomy ^ p , 134. 
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English north countrymen, they would quickly create the capital 
that is wanted. And were England, North of Trent, to be 
peopled exclusively by a million of finnilies from the west of 
Ireland, Lancashire and Yorkshire would still more rapidly re- 
semble Connauglit. Ireland is physically poor, because she is 
morally and intellectually poor. And while she continues un- 
educated, while the ignorance and violence of her population 
render persons and pro]>erty insecure, and prevent the accu- 
mulation, and prohibit the introduction of capital, legislative 
measures, intended solely and directly to relieve her )»overty, 
may not indeed be inc^llectual, for tliey may aggravate the dis- 
ease, the symptoms of whicli they are meant to palliate, but 
undoubtedly will be productive of no permanent benefit. Knoxo- 
ledge has been called poiner — it is far more certahdi/ AVkaltii. 
Asia Minoi*, vSyria, Egypt, and the northern coast of Africa, 
were once among the richest, and are now among tlie most 
miserable countries in the world, simply because they have 
fiillen into the hands of a people without a sufiicicncy of the 
immaterial sources of wealth to keep up the material ones.” 

8, The question, indeed, whether services are wealth ap- 
pears to us to be so clear that we can scarcely undoi’stand how 
any difliculty could be felt about it. But nevertheless difli- 
culties have been felt and objections made to including such 
immaterial products under the title of wealth, and tlierefore it 
is necessary to cite the opinions Ave have done, and afterwards 
to examine the objections made against them. 

Under this division comes the whole of labour of all sorts, 
and all persons earning an income by })rofessions and employ- 
ments of all sorts. It is evident that tliey give a certain amount 
of exertion, and receive in return for it payment. Their 
servicjcs, therefore, are of the same value to them as any 
inatorial product. They are the subjects of taxation, and they 
contribute to the national revenue, just as much as if they W'cre 
farmers or merchants. 

Smith says that a man is rich or poor according as he can 
command the necessaries, conveniences, and enjoyments of life. 
It is evident, therefore, that those AVho can supply those “ en- 
joyments” and are paid for it, arc producers of w^ealth as much 
as the producers of material products. 
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Of Ineorpovml Property^ or Wealth, 

9. We now come to the last species of Exchangeable Quan- 
tities, of which Bank Notes fin<l Bills of Excliange, included 
by Smith under the title of Capital, are the type— namely, 
abstract rights, wholly se])arated from any material subst;mce. 
Now Propert}'- [lies) in Boman Law, and in every system of 
Law is divided into Corjioreal and Incorporeal. Thus it is said 
in the Institutes of Justinian, L. II., t. 2 : Moreover some 
things [Pes)^ or Property, are Corporeal and others Incorporeal, 
Things Corporeal are those which, liy tlujir nature, can be 
touched, such as Jan<], a slave, clothes, gold, silver, and other 
things innumerable. Things Incorporeal are those which cannot 
be touched, such as tliose whiidi consist in mere riglits, as an 
inheritance, a usufruct, uses, and all obligations however con- 
tracted. Nor is it any objection that Corporeal things are con- 
tained in an inheritance ; for fruits also wliich are gathered 
from land are corporeal ; and tliat which is due on an obligation 
is usually corporeal, as land, a slave, money: but the right of 
inheritance, and the right of using and enjoying, and the right 
of the oldigation are incorporeal.” 

Now this Incorporeal Property, which was comparatively 
very small in ancient times, and even in Smitirs time, was 
probalily far inferior in magniludo 1o Corpore.al 1 Property, has 
since then assumed a gigantic development, and now exceeds 
many times the amount of Corporeal Property. It includes all 
such property as Bank Notes, Bills of Exchange, mid otlier 
forms of Credit, Public Debts, Shares in Commercial Com- 
panies, Copyrights, Patents, the Practice of a Professional man, 
the Goodwill of a business, all species of Annuities, Tolls, 
Ferries, Advowsons, &c. 

All this .stupendous mass of Incorporeal Property is ex- 
pressly classed under the title of Wkai.tii in Roman LaAV, and 
in every system of Law, because it can all be bought and sold. 

So says IJlpian ^ Ea enim res est, qua) emi et venire 
potest. 

For that is Wealth whi^Ji may he bought and sold* 

All species of Property, whether Corporeal or Incorporeal, 
were classed under ^^Bonaf or Pecunia^\ in the 

I Jdher 34, nd Ediot. 
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Pandects of Justinian, or under irp/ty^ara — goods and chattels, 
or x 9 W<x.ra — wealth, in the Basilica, the revised code of Jus- 
tinian, promulgated by the Basilian dynasty in the 10 Lh 
century. 

Out of several passages we may select the following: — 

Digest^ 50, 16, 23 — Rei appellatione et causae et jura con- 
tinentur. 

Basils 2, 2, 21 — rfi rov irpaygaTog irpocrriyoplif Kai alrira Kai rk 
cticaia Trepu^erui. 

Under the name of “ goods ” both causes and rights are 
included. 

Digest^ 50, 16, 49 — yEque bonis adnumerabitiir etiam si cpiid 
est in actionibus * * nam luec omnia in bonis esse videntiir. 

Under “ goods f too^ are properly reeJeoned rights of action 
* * hecanse all these seem to he part of our property, 

Digesty 50, If], 222 — PKCuxMi; nomine noti solum numerata 
pecunia, sed ommvs res tarn soli quam mobiles, et tarn corpora 
qiiani Jura coiitinentur. 

Basil. 2, 2, 204 — TOf ovofxaTi riov \prjiJiar<or oh g6vov ra xpiiparay 
aWa TTurra ra Kivi^ra kcu aKlrijTciy Kai to. mogaTiKct Kai ra StKaiay 
CjjXovTai* 

Under the name of Wealth, not only ready money y but all 
thing Sy immoveable and rnoveablGy mrpjorcal as well as Rights, 
a7^e included. 

So merx.^ mercliandize, in Roman Law' was applied to any- 
thing which couhl be bought and sold, w'Jiether it ^vas Corporeal 
or Incorporeal. Dlgesty IS, 34, § 1, 2. — Oinniiun rcrum, quas 
quis habere, vel jiossidere, perscym potest, venditio recte lit. 

A person may lawfully sell anything which he has orpossessesy 
or has the right to sue for. 

And this includes besides all material property, all Incorpo- 
real Property, such as servitudes, obligations, or Debts, or 
rights to sue for money, and all rights of action whatsoever : 
and also besides the right of demanding something from some 
specific person, the emptlo speiy or eniptio rei speratmy the 
expectation of an uncertain profit, Avhich includes Co|)yright, 
Patents, the Goodwill of a business, Shares in commercial 
companies, &c. These subjects are more fully entered upon a 
few sections further on, where we consider the classification of 

I. 



146 PUINCIPLE8 OF ECONOMICS. [Chap. IV. 

property; our only object at preaent is to ascertain the different 
species of quuiitities to ^vhicli the title Wealtli is ap]>licable. 
Thus we SCO that iJic word was used in Greek to in- 

clude all the three species of exchangeable quantities: material 
substances : labour, services, or sciences ; and incorporeal pro- 
perty of all sorts. TJui words n/cra*, res^ hona^ pecimiu^ were 
used in Homan Law to include all pri^porly corporeal and in- 
corj)oreal. W e art) not aware wJictlier tliey were ever used to 
include servii'C^s and laliour, but if such a discaissiou had been 
raivsed, we do not doubt but that it would have been decided in 
the affirmative. 

TJiose kinds of jiroperty are also included under the .French 
words hUns or e/ioses. 

So in EngJish law, Obligations, such as Notes, Bills, and Debts 
of all sorts, are included in the words goods and chattels ” or 
“ elfoets” in an A(*t of Parliament. ' 

We have sliewn that Smith expressly onumerates paper cur- 
rency of all sorts, which is Credit, under th<‘ title of Capital. 

So J , B. Say says The exclusive jiossession which in the 
Tnidst of society, clearly distiuguish(;s the property of one per- 
son from, tlie property (.»f anoilutr, in e.ommon usage, is that to 
wiiioh the ritki of WtriHh is given. The blessings of Nature 
W'hich evia-y one enjoys in common are not inchnh^d in the in- 
ventory of a man ; but there are included in it that ])ortion of 
social riches which belruig to him individually, whicli he has 
ac<juir(‘tl by his own labour, or whi<*}i he Imlds by gift, or in- 
ljcj‘it.ance. Under this title are ifuiluded not only things which 
are ilirectly (‘apnble. ol' satisfying the wants of men, cither 
natural or social, but tlu* things which can only satisfy them in- 
directly, such as money, instruments of credit {litres de creanee), 
the public funds, &c. 

Whately is the only English Economist, that we ai’c aware of, 
who Ijas called special attention to Incorporeal Proj»erty. He 
says^ — “Tin* only difficnlty I can foresee as attendant on the 
language I Iiave now been using, is one wliich (/. c., defining Poli- 
tical Economy as tlie Science of Exchanges) vanishes so r(3adily 

' Sl4i<U V. Morhiy^ 1 Co., U. 3*2 h. FoViVs crtsci 12 <.^ 0 ., II. 1. Clai/toii‘s ectse, 
Lytt. ^^'0, fijial V. llon’Ub\ 1 Vds,, &:n, 348, 

Fort f., rh. LtctnrcH* p. G. 
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on a moment’s reflection, as to be hardly woi'th iiieTitioning. In 
many cases, where an exchange really takes place, the fact is 
liable (till the attention is called to it) to be overlooked, in con- 
sequence of our not seeing any actual transler from hand to 
hand of a material ol)ject. For instance, when the copyright of 
a book sold to a bookseller, the article trjinsfeiTcd is not tlic 
mere paper covered witli writing, but the exclusive of 

printing and publishiug. It is plain, liowever, on a moment’s 
thong]) t, that the transaction is as real an exchange, as that 
which takes place between the bookseller and liis customers, 
who buy copies of tUa work. The payment of rent for land is 
a transaction of a similar kind, for, thougli tlje land itself is a 
material object, it is not this tliat is ]>arted with to tljc tenant, 
but the liight to till it, or to make use of it in some other 
8[)eclfied manner. Sometimes, for instance, rent is j)aid for a 
right of way thivnigh another’ vS field, or for liberty to erect a 
booth iluririg a fair, or to race or exercise hoi'ses, &c.” And lie 
says in a note to this jiassage — This instance, by the way, 
evinces the impropriety of limiting the term Wealth to material 
objects.” TliUvS we see that Whately includes all tlie three 
species of quantities wo have 8i)oken of under the title of 
Wealth. 


On Mr, fT, aS. MllVs Definition of Wealth, 

10. Mr. iMilfs work is so extensively j'cad in this country, 
that we must (‘xamine what be says about Wealth. 

He says, p. 2 — ‘‘ It is no part of the design of this treatise 
to aim at metaphysical nicety of detinhion, where the ideas 
suggested by a term arc already as determinate as |»r:ictical 
purposes re<piire ; ” and tliat every one has a notion sufllciently 
correct foj* conKinoM purposes, of what is meant liy wealth.” We 
shall now have to examine whetlua- this be so or not. 

He says' — “Money being the instrument of an important 
pul>rK5 and private imi’pose is rightly r(?garded as wcaltl) ; Imt 
everything else which serves any liumau purpose, and wldch 
Nature does not afford gratuitously, is wealth also. To be 
wealthy is to have a large stock of useful articles, or to have 

^ Prdimitiari/ liGiiKtr/cif, 
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the means of })urcl)asing them. Emrything forms therefore 
a part of 'vnealth^ ichieh has power of purchasing , Now here 
is a delinition clear, simple, and comprolieiisive, exactly agreeing 
with the Miicient definition of Aristotle and Roman Law, that 
Wealth is anything which is exchangeable. We certainly lioped 
that we had got rid for over of the notion that w^ealth is the 

annn.al ])roducc of land and labour,*’ and it is clear that 
Mr. Mill’s definition is large and general enough to include all 
three species of E.vchangeablc (iuantities. According to this 
definition, the production of wealth must mean the production 
of something which is exchangeable. What tlien is our 
surprise to read a few pages further <.>n — “ The production of 
wealth: the extraction of the instnimonts of Imman sub.sistence 
and enjoyment from the materials of the globe.” Now this 
passage is in complete contradiction to his foi-rner definition. 
For we are onc.e more plunged into Pltysiocracy, from which 
we hoped to have been fi*ee ; we are once more brought back to 
the “produce of land and labour,” and all idea of exchangeability 
has disappeared from tiie definition. ’ Now, leaving out labour 
and scieiK'es for the present, Rank Notes, Bills, &c., are 
exchangeable: they have jiower of purchasing, therefore they 
are wealth by Jlr. Mill’s own definition ; but how are they 
extracted fi'om the materials of the globe ? 

Again, a little further on, we arc plunged into still further 
confusion. In the cliapter on lJn[u* 0 (l active La])our, lie says, that 
productive labour is not labour ]>rodiictive of utility, but of 
•wealth' — “Ih-oductive labour means labour productive of wealth. 
We are recalled tlierefore to the question touched upon in 
our first cliapter, Avhat Wealth is, and whether only material 
products are to be included in it. 

2. Now the ut.iliti(‘s produced by labour are of three kinds. 
They are — 

First, utilities fixed and embodied in outward objects; by 
labour employed in investing external material things with 
properties which render them serviceable to human beings. 
This is the comrnoTi case, and requires no illustration. 

Secondly, utilities fixed and embodied in human beings; the 
labour being in this case employed in conferring on human 
beings, qualities which render them serviceable to themselves 

I liovk /., Ch. 3, i, % 
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and others. To this class belongs the labotir of all concerned in 
education; not only schoolmasters, tutors and professors, but 
governments, so far as they aim successfully at the im])rovemeiit 
of the people; moralists and clergymen, as far as productive of 
benefit; the labour of pliysicians, as tar as instrumental in 
pi’eserving life and |>hysical, or mental etficiency, of the teachers 
of bodily exercises, and of the various trades, sciences, and arts, 
together with the labours of the learners in acquiring tliem; 
and all labour bestoM'ed by any persons, throughout life, in 
improving 1;l»e knowledge, or cultivating the bodily or mental 
faculties of themselves or others. 

‘‘Tliirvlly, and lastly, utilities not fixed or embodied in any 
object, but consisting in a mere service rendered ; a pleasure 
given, an mconvenience or a pain averted during a longer or a 
shorter time, but without leaving a permanent acquisition in the 
improved qualities of any |)evsoii or thing; tin?, labour lieing 
employed in producing an utility directly, not (as in the two 
former ca.ses) in fitting some other thing to afford an utility. 
Such, for example, is tin* labour of the musical performer, the 
actor, the public declaimcr or reciter, and the showman. Some 
good may no doulit l>e ]»r()duccd, and much more uiight be pro- 
duced, beyond the moment, upon the feelings and disposition, or 
general slate of en joyment of the spectators ; or instead of good 
there may be? harm ; but neither the one nor the other is the 
elfect intended, is the result for which the exhibitor Avorks, and 
the spectator pays ; nothing but the immediate ])leasure. Such, 
again, is the labour of the army ami navy ; tliey at the best 
prevent a country from being conquered, or from being injured 
ami insulte<l, AvlncJi is a service, but in all other respects leaA^e 
the country neither improved nor deteriorated. Such, too, is 
tlie labour of the legislator, the judge, the officer of justice, and 
all other agents of government in their ordinary functions, apart 
from^any influence they may exert on the improvement of the 
national mind. The service Avhich they rentier is to maintain 
peace and security: these compose the utility which tliey pro- 
duce. It may appear to some that carriers, and merch.ants or 
dealers, should be placed in this same class, since their labour 
does not add any properties to objects ; but 1 reply that it does, 
it adds the property of being in the place where they are 
wanted, instead of being in some otlier place, Avhich is a very 
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useful property, and tlie utility it confers is embodied in the 
things tlieiiiselves, whlcli now actually are in tlie place whore 
they are ro({uired lor use, and in consequence of that increased 
utility could be sold at an increased price, proportioned to the 
labour expending in coiifoiTiiig it. This labour, therefore, does 
not belong to the third class, but to the first. 

“ Wc have now to consider which of these three classes 
of labour slumhl be accounted pro<luctlvc of wealth, since that 
is what the term productive, when use<ll)y itself, must 1)0 under- 
stood to import. IT till ties of the third (*las.s, consisting in 
pleasures wliich only exist while being ])ei‘fonncd, ninnot he 
spo/xcn of as ‘wealthy excfpt hj/ an aehnotdedifed rnctaphor, it 
is essenlafl to i/ie idea of u'calt/i. to he snsciptiMe of aecntnula^ 
lion: things wlii(;|j cannot, aftxr being pro^luced be kept for 
some time before being used, are never, I think, regarded as 
weal til, since ho wever much of them may be lu'oduced and en - 
joyed, the person betielited by them is no richer, is nowise 
improved in circumstances. But there is not so <listiMCt ami 
positive a violation ot usage in considering as Wealth, any pro- 
du(?t whicli is both useful ami susceptible of aecumulation. 
The skill and the energy ami the perseverance of the artisans of 
a country, are reckoned part of its Avealth, no less than their 
tools and machinery. According to this definition, we should 
regard all labour as tu’oductivo, whicli is emi>loyed in creating 
permanent ntilitie.s, wli(ftlier embodied in human beings, or in 
any other animate or ijianimatc objects. 

‘*l>ut in ajiplving tlie term wealth to tlie industrial capacities 
of human being.s, there seems always in popular a|>prehensioii 
to be a tacit r(dereiice to inaterial [> rod nets. The skill of an 
artisan is acconiitCMl Avealtli only as being tlie means of acquiring 
Avealth in a material sense, and any qualities not tending visibly 
to that object are scarcely so regarded at all. A country Avould 
hardly Vie said to lie richer except by a metaphor, however 
precious a possession it miglit have been in the genius, the virtues, 
or the accomplishments of its inhabitants; unless, indeed,- these 
were looked upon as marketable commodities, by whicli it could 
attract the material wealth of other countries, as the Greeks of 
old and several modern nations have done. While, tliercforc, I 
should prefer, were I coiivStrueting a new technical language, to 
rnah: the distinction tarn xpon the permanence rather than upon 
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the materialUy of the product^ yet when employing teriu« 
wlucli common usjige has taken complete possession of, it seems 
advisable so to employ them as to do the least possilile violchco 
to usage; since any iinin'ovcment in terminology obtained by 
straining the received meaning of a popular phrase, is generally 
purchased beyond its value, by the obscurity arising from the 
conttict between new and old associations. 

shall therefore in this treatise, when speaking of wealth, 
understand by it only what is called material wealth.” 

The incongruity of ideas betw<ieu this j>assage and tlio simple 
general defiiiition Mr. Mill began with, that wealth is anything 
which lias jnircliasirig jjower, is manifest, and also witli that in 
which lie s]>oaks of the production of wealth as the extraction 
of the means of human enjoyment from the materials of the 
ghibe. For in this ]>assagc he distinctly admits the inti'lloctual 
qualiti(^s and skill of working men to be wealth, and are they 
extracted from the materials of the globe? (kittle, too, arc 
certainly wealth, and are they oxtracted from the materials of 
th(i globe l>y human labour? Now, with r(‘spcct to what Mr. 
Mill says about servutes, &c., never being spoken of as wealth 
e.\cept liy an acknoA\'ledged metaphor, we may say tliat this was 
conclusively settled in the li^ryxias^ which we have .alriiady 
quoted ; and also by J. B, Say, as avcU as liy Mr. MilPs own 
deliiiition. They are exchangeable, tliey can purebase money, 
therefore they are wealth. But Mr. Mill lias now introduce<l a 
new qiialKication into his definition of wealtli. He says that it 
is essential to the idea of wealth to lie susceptible of accnmu- 
latiou, and that things which cannot be kept for some lime 
before being used, after they arc })roduced are not regarded as 
wealth, and the person benefited by tlieni is no rie.lier or im- 
proved in circumstances. But 'tr/uU time must jwoduets be 
ca[)able of being kejit, to be called wealth ? A bun may bo 
kept some time before it is eaten, therefore it is wealth. Ibit 
after a man has eaten a luin, how is ho the richer? Mr. Mill 
says he should prefer to make the definition turn upon the 
pmnmienm rather than on the materiality of the products. 
But what degree of perrnanence is required to constitute a 
thing wealth ? Exchangeable things are of all degrees of per- 
manence. Some may last as long as the world itself, others 
may only last a very short time. And which of tliese degrees 
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of perTnanonco is iiccessaiy to satisfy Mr. Mill’s definition ? It 
is evident that there is no degree of permanence that can be 
fixed upon for this purpose. 

But the restriction which Mr. Mill has now introduced into 
the definition of wealth, that it must be material, has plunged 
him into still gr(*ater confusion when he comes to speak of 
crc<lit. He defines wealth to be anything whi(^h has power of 
purchase. In speaking of credit, he says that it is purchasing 
power, and therefore Avcalth liy his own definition. He then 
says that bank notes, bills, and cheques arc of the same value 
as money, and f)evfonn all the functions of money, .and are 
therefore wealth by his own definition, and he sevend times calls 
bank notes productive capital. Now, are bank notes material, 
and extracted from the inalorials of the globe? 'fliis subject 
is more fully examined further on. But Ave have phieed before 
our readers enough to shew them the conti adietion of Mr. Mill’s 
ideas in difierent j)a.ssages on the meatiing of Avealth, aiul to 
sheAV that every one has not a sufficiently <*urreet notion of 
Avhat Avealtli is. It may, j)erhaps, be superfluous to say that avo 
reject entir(‘ly all the subsequent modifications and restrictions 
he has introduced into tlie definition, and agree to the first 
general definition he began with, that wealth is everything 
which is excliangcable. 

11. Noav, having shown that Exchangeability is the es-sential 
idea or conception upon Avhich the (pudity of Wealth is based, 
by the unanimous agreement of all writers, ancient and modern, 
observe that : — 

L Labour may l)e bestowed on many things which may not 
be exchangeable, and llierefore not Wealth. 

That there are many tilings which are exijhangeable which 
have never bad any labour bestowed u[)on them, such as land in 
towns, cattle, trees, obligations of all sorts. 

Therefore .Labour is not necemiry to Wealth, it is only 
the accident of Wealth, 

II. TJiat many material things are not exchangeable: and 
many excJiangecible things are not material ; such as Labour of 
all sorts. Knowledge, Sciences, and all Incorporeal Proj>erty, 

Therefore Materidliiy is not necessary to Wealth, it is only 
the accident of Wealth, 
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III. That some things are of all degrees of Permanence, 
or durability, from perpetuity downwards to those which 
are only capable of one exchange, and perish in the using 
like services, instruction, &c. Now the Law of Continuity 
says that tliat which is true up to the limit is true at the 
limit.* Conseqiienlly, if those things are admitted to bo wealth 
whi(di are of various degrees of pei inanence, and can be ex- 
changed various numV)ers of times, those things must also be 
admitted to be wealth which are of the least degree of per- 
manence, and only capable of being exchanged the least number 
of times, whicli is once. 

Therefore permanence or dimiMUty is not necessary to 
Wealthy it is only the accident of Wealth, 

ITcnce we see that neither Labour, Materiality, nor Durability 
arc necessary to Wealth, nor is any combination of them neces- 
sary to Wealth; they are only the ae<iidents of Wealth. Hence 
by the laws of Inductive Logic we eliminate all these three as 
accidental and intrusive ideas, and leave Exchangeability alone 
as tlie single general idea or quality wdnch constitutes a thing 
Wealth. 

Hence in the following treatise we have nothing to do with 
any other quality anything may possess besides Exchangeability. 
Many tilings are v(*ry useful and agreeable, but wc can take no 
notice of such <|ualities. On the other hand, we must include all 
quantities in which tlie (piality of exchan gciability is found. 
But as the woi’d wcaltli is so frequently associated in popular 
estimation with useful and agreeable tilings, that it may be of 
advantage to use some word eqiiivahmt to it which is not 
so connected with other qualities, we shall use the expressions 
‘‘Wealth” and “Exchangeable Quantities,” or “Economic 
Quantities,” as identical in future. 

Economic Quantities are of three distinct species: — 1. Cor- 
poreal or Material substances, of wdiicli Money may be .taken as 
the symbol; 2. Immaterial, which may bo included under the 
designation of Labour; 3. Incorporeal, of which Credit may be 
taken as the symbol. Hence we may say that any Economic 
Quantity must bo of one of the three forms ; Money, Labour, or 
Credit. We shall now seek for a term which will include them 
all. 
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On the Meanmg of the words Pbopekty mid Estatk, 

12. We shall fiiul that it will throw a flood of light over the 
whole of Economic Science, and remove all the diilic.ulties which 
the woi’d Wealth has given rise to, to iiiiderstaiid clearly the 
true and original meaning of the words PngtcHy and Estate, 

Most persons when they hear the word I'ropcrly, think of 
some material things, such as money, tables, lands, houses, car- 
riages, &i\ So when they speak of an Estate they usually ini'an 
a certain ejuantity of land. l>ut that is not the true meaning of 
the words l*ro]>erty or Estate. Ihey, in reality, mean certam 
Mights residing in some persons to certain tilings. 

In the riulo early Jlohuui Jurispnidence a maifs possessions 
were called manerphon^ because it was sn]>pose<l he must grasp 
them with the I)an<l, and if he did not kee|> a [iretty fiian liol<l 
on them, he migljt soon lose lliem. When civilization im- 
proved, it was held tlial all things belong(‘d in cojnmon to Die 
house, and the .absolute right to them was coiu’entraled iu the 
dornbius^ head of the house ; hence the i-iglit was called do- 
mmium; subsequently wljon the excessive rigour of the law 
was relaxed, and individual members of the family wej*o allowed 
to have rights to tilings separately, llie word Eroprktas came 
into use. “Dominium/’ says Neratius, * “id cst Proprietas.” 

JJericc, in lionian Law, Proprietas meant oioacrship}, a right 
to have something, exclusively to any one else. We do not 
believe that the word proprietas w^ns ever applied in Itoiuan 
Law to llie tilings themselves. 

It is the same with res|;ecfc to the words Ih-operty and Estate 
in English Law. To call the land itself an “ estate,” would 
have seemed a wondrous {lerverslon of language to Littleton. 
Bacon never uses tlie Avord Property to mean houses, goods, or 
lands. To apply the wxnvls Property and Estate to mean money, 
houses, lands, etc., is comparatively a inodern corruption, and 
we cannot say when it bc*gan. Bacon says that one of the uses of 
the l^aw “ is to disfioso the Property of their goods and lands,” 
and lie explains the different, methods by which the “ Property 
in land is got and transferred ; ” tlioiigh even here Ave may 
mark a certam degcaeracy of language, as we do not believe 

^ W, A, 
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that Littltiton would have used the word Pro])erty for the riiijht 
in land held by a subject. So Bacon explairiH tlie various 
methods by which ‘^Property in goods an<l chattels may bo 
acquired.” So he speaks of the “ Interest or Property of a 
timber-tree.” ^ 

lu-iio single instance does he, or, we believe, any writer of 
his time, use the wor<l Proiierty to mean the things themselves. 

We may also observe tlnit several words in Latin which are 
usually applied to tilings, in reality meant rights. Thus 
in i-eality means tlie rhfld of going on foot through the grounds 
of Miiotlior person, and not the pathw^ay itselt; Actv8 is the 
rUjld of driving cattle or carriages over the ground of another, 
arid not the roadway ; includes the rUfht of driving cattle 
or carriages, and going on foot, and not the highroad itself; 
Aqumducbfs means ihe right ot bringing water ovc-r anotlu‘rs 
grounds, and not the stones, or l>ricks au^l mortar, f>f which tlic 
material channel is composed: and there are many words in 
English law which are usually thought to mean things wliich 
are in reality rights to tilings. 

Projierty, tliorefore, being the Right residing in a person to 
a certain thing, may be either absolute, tliat is, without any 
superior, or else it may bo derived from and held subordinate to 
some superior. 

Absolute ])roperfy is termed allodial^ and holds witli regard 
to all movoaVile goods and cliattels, and in Ibriner times in 
England with ros])(‘<?t to land. In the Homan Empire tlie 
owiuM-s of land hehl it in alisoluto property or dominimn, 
without any su[)erior, and this was so in England as well as 
in other coimtj-ies. Before the Conquest the absolute Propoi-ty 
in tlie land belonged to the peojile, and a man’s lands were 
equally divided among his cliildren, winch law many siqiposo to 
be the origin of the multitudinous hedge-rows, which in many 
counties used to divide the lands into so many miiinte and 
irregular patches, but whicli are fast disappearing before the 
im[irovenients in modern agriculture*. It is true that the feudal 
system of tenure had to a certain extent been introduced before 
the Conquest. But AYllliam 1. assumed the absolute property 
in all the lands of England, except tlie Church lands, and the 
county of Kent, for the Crown, lie made a composition with 

* Case of iwjiemhmmt of waste. 
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the men of Kent to maintain their ancient customs, so that land 
in Kent remained as formerly, divisible among the family. The 
whole Property of the land being then vested in the Crown, the 
Conqueror granted out to his followers certain Rights of use 
and enjoyment in certain lands, and these Rights were 
denominated Estates.” But those wlio enjoyed them,, and 
were bound to render certain services in return, were never 
called owners or proprietors, but always Tenants. Thus we 
always speak of the tenure of lands, and all rights to use 
and enjoy lands are called tenures. So Littleton speaks of 
Tenants in fee-simple, Tenants for life, Tenants at will, Tenants 
by copy, Tenants for terms of years, joint Tenants, Tenants 
in common, Tenants by grand seijeanty, &c., and these persons 
were strictly Tenants, because they were only permitted to hold' 
these lands on the express condition of perforTiiing certain 
services to the Crown, wliich, if they failed to do, they were 
as strictly liable to forfeiture as a modern farmer, or tenant 
would be for non-]>ayme]it of rent. 

Thus the ind(,*x, or tabula to Littleton, says — The first book 
is of estates which men have in lands and tenements,” and in 
page 1 he says — ‘‘For these words (his heirs) make the estate 
of inheritance.” So B. Ill, c. 2 — Of estates upon condition,” 
he says, “ estates wliieh men have in lands or teneinents upon 
condition are of two sorts,” and in Tiiany other passages, and 
Littleton certainly would never have thought of ap]>lying the 
word estate to the land itself. So. Jkacon says— “ Property of 
lands by conveyance is first distributed into estates for years; 
for life, in tail, and fee-simple. These estates are created by 
word, by writing, or by record.” 

An estate, therefore, is always a Right of an inferior order to 
that of Property. It in reality means a lease \ as Bacon says — 
“For estates for years which are commonly called leases for 
years.” Such interests or estates in land wore always given 
as the fee or reward for services rendered to the Crown. Thus, 
as Bacon says — “The last and greatest estate of lands is fee- 
simple, and beyond this there is none of the former for lives, 
years, or entails; but beyond them is fee-simple. For it is the 
greatest, last, and uttermost degree of Estates in land.” 

And so many other passages might be cited. The true 
meaning of estate, therefore, is a lease, or right to use a thing 
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derived from a higher power, for which some service is given, 
which \s feudal property; and an estate in fee simple means a 
perpetual lease of lands or tenements, and it is only in strictness 
applicable to land. 

This meaning of the word estate is also shown in Shake- 
speare, Ternpeat^ Act I , sc, 1 : 

im A contract of true love to celebrate, 

And some donation frcfdy to cMate^ 

On the blessed lovers. 

Also in A 3Hdsaminer Kufhfs Dream^ Act I., sc. 1 : 

And all my right of her, 

I do eMate unto Demetrius. 

So in As You TAke It^ Act V., sc. 1 : 

Olmr. All the revenue that was old Sir Roland’s will I estdte upon you. 

Property, tliercfore, in its ro.nl <and original sense means 
OwNEKSiiir, or the liight residing in some person to some 
things, to use them as lui pleases; and when we speak of an 
ex(;hange, it always means that tite ownership, or property, in 
certain things is ceded or given in exchange for the ownership, 
or ))roperty, in certain other things. Thus if we sell or exchange 
money for a book, it means that we exchange the property in, 
or the right to the money for the property in, or the right to 
the book. And there can be no exch.ange without the property 
in the things passing reciprocally from one to the other. If a 
man merely lends his horse or his book to a friend, that is no 
exchange or transfer of property. 

Ami this meaning of the word Pro|)erly was well understood 
by one of the most eminent Physiocrates, Mercier de la Riviere. 
He saysh— “ Pro[)erty is nothing but the right to enjoy; hence 
it is impossible to conceive the right to enjoy separately 
from the freedom to enjoy.” “We see, tlicreforc, that landed 
property is not a fictitious or arbitrary institution; that 
it is nothing but the development of personal proi>orty, the 
last degree of extension of which this is susceptible. We 
see that there is but one single species of Property — that 
of personal right or property, and it changes its name ac- 
cording to the nature of the objects to which it is applied.” 
“It would be superfluous to say that property in land ne- 
cessarily includes the property in its products. Property is 
' L'ordre Naturel dss sodetrs politufueSi c, xviii. 
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the right to Givjoy ; lienee the enjoynient of the prodnets which 
can be extracted from it,’’ And througliont the whole of liis 
work, this autlior invariably uses the word property in its 
true and original meaning of a UioriT, and not in its corrupted 
meaning of a thing. 

We may observe that the same corruption of meaning: has 
been applied to the word Farm. A farm is universally 
understood now to moan a quantity of land lot by one person to 
another. A good farmer means a good agriculturist. Hut in 
reality a farm means tlic Right to receive the whole profits 
of an undertaking upon agreeing to pay a fixed sum for the 
right. Thus in France it was customary to farm the taxes, and 
several of the most notorious persons in French history were 
the farm ers-gen oral of the taxes. To call a jiiece of land a 
farm is as gross an absurdity as to call it a leam\ it is 
equally erroneous to call it an estate ; and it is just as erroneous 
to call a thing projMrtj/j as to call it a 

13 . Profierty, tlien, being clearly understood to be a Eighty 
residing in a person, there are three distinct species of Proiiorty , 
or Economic Rights, which may be sold, or exchanged, either 
ab.solutely, or for a. certain period of time. 

I. There may be Property in specified physical substances, 
which arc already in existence, and in the possession of the 
proprietor, sucli as lands, houses, money, clothes, farniture, (^c. 
These things are in a com])let.e state of existence. This 
species of Property is calleil in Tionian and English Law 
Corporenl Projierly,' liecanse it is the Right, or property in 
some s})ecific eorpuH, It Tiiiiy also be called Material IVoperty, 
because it is I'rojun’ty in some specific matter, llcncc we 
shall denominate this species of Pro])erty either as Material or 
Cor|)or(ial Pro[>criy, or as Material, or Corporeal, Wealth. 

II. The Property that a man has in himself, and in the fruits 
of his own mind, that is in Ills own Lahoar of all sorts. ‘‘ The 
property which every man has in his own labour, ns it is the 
oiigiual foundation of all other property, so it is the most 
sacred and inviolable. The ];atrimony of a poor man lies 
in the strength and ilexterity of his ffajids; and to hinder him 
Irom employing this strength and dexterity in what manner he 
thinks proper, wiUiont injury to his neighbour is a plain 
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violation of this most sacred property.” * And tli(3 same is true 
of every other species of labour, mental or iiitellectiial. Now, 
though a man cannot be sold absolutely as a slave in' this 
country, nor can he sell th(3 right to demand his services for life, 
yet he may sell or exchange for a limited time the right or 
property to use his services in any capacity, either as a iiiaimal 
labourer, as an agriculturist, or an artis.an, or navvy, or as an 
instructor of any sort, as a lawyer, or pliysician, or performer, 
an author, or any other trade or in-ofession. Hence services 
and intellectual (jufilit ies of all sorts are reduced to Rights or 
Property. Now as all these services, although they requii’o 
so]nc bodily instnimeiit to give effect to them are in reality 
operations of the mijid, we may call them Invniatcrial Pi'operty, 
or Immaterial Wealthy Ijecause it is a Ih’opcrty or Right, 
but not in any material substance. 

HI. There is, lastly, a third species of Pro])erty or Right. 
We may have a Right or Properly wholly severed and sepa- 
rat,e<l from any specilic corpaSy or malttu', in possession. It 
may either be in the possession of some one else at the time, 
and may only become our property at some future time ; or it 
may not even be in existence at the time. Thus we may have 
the Right or IVopci'ty to demand a sum of money at some 
future time from some jierson. That sum of money, no doubt, 
is in existence, but it is not in our ]>o,ssession ; it may not even 
be in the possession of the person bound to ]>ay it. It may pass 
through any number of hands la^fore it is paid to us. But yet 
our Property to receive it is present and existing, and we may 
sell or transfer that i)ro|)erty to any one else for money. We 
may also 1 nave a Right or Pro[»erty to somotliijig whicli is not 
even yet in existence, Init will only come into existence at a 
future time. Thus those who possess lands or cattle, fruit 
trees, &c., have the lh*oi)erty in their future produce, and may 
st‘ll or excliange that Pro])ert.y like any material |)n)jierty. 
This species of ])ro]K‘rty is called in English and Roman Law 
Incorporeal Property, because it is Property separated from 
any sjiecilic eorjyus. 

Now anything whatever that can be sold or transferred is of 
one of those three species of Property: there is nothing which 
can be bought and sold which is not one of tliese forms, Money, 

1 Wmlth of Naiiom^ li. /., r. 10. 
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Labour, and Credit. Hence wo are now sure of our ground, 
and may begin to generalize witJi safety, because wo have got 
all the species of Economic Quantities. And all the Fun- 
damental Conceptions of Economics must be generalized so as 
to grasp all these tliree species of Elcoiiomic Quantities. 

14. These three species, of Economic Quantities may be 
exchanged in Six dilferent ways : — 

1. A material product for a material product, as gold money 
for so much corn, manufactures, &c. 

2. A material product for an immaterial product ; as gold 
money for so much labour, or instruction, of any sort. 

3. A material product tor incorporeal property, such as gold 
money for debt, or so much stock, or the Funds, or a copy- 
right, &o. 

4. All immaterial product for an immaterial product, as so 
much instruction, or labour, of one sort may be exchanged for 
80 much instruction or labour of another sort. 

5. An immaterial product for imiorporeal property, as so 
much instruction or labour for a Bank Note, Cliequc, Sic, 

6. iTU'orporeal Property for incorporeal property ; as we may 
buy or sell a copyright, or patent, for bank notes, cherjuo, &c. ; or 
one kind of debt may be exchanged for another kind ; as when 
a banker buys or dis<;ounts, as it is technically termed a debt, 
payable at a future date, liy means of creating a debt payable 
on demand, Avliich forms the great business of banking, the 
greatest l)i*anch of moilern commerce. 

The business of the l^hysical Economist is to discover and 
express a gniat single General Law, which governs all these 
distinct species of Exchanges. 

We have now laid a solid foundation for a general science of 
Economics, and there is no fear that our doctrines can be over- 
thrown by the introduction of new cpiantities, as is so frequently 
the case in oilier sciences, because it is perfectly well known 
that there are three, and only three, 8[)ecies of Economic Quan- 
tities, and that there are six, and only six species of Exchange. 

The principal source of error and confusion in Economic 
Science has arisen from the fact that the nomenclature which is 
still very commonly msed was originated by writers who only 
considered one class of oases, namely, the exchange of material 
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proilucts against material products; and they lay down defini- 
tions and laws which are only even a[)pareiitly applicable to that 
single class of cases, and not oven in reality true in that single 
class, and which the least experience and reflection shew are 
wholly erroneous when applied to other castes, and are, there- 
fore, not general, and have no [lossible application to the last 
and most important species of exchanges, namely, that of debts 
lor debts. 

We now at last see what is the true Economic moaning of 
the word WKAivrn. It is an ExcriAiVGKAiiruc Ui gitt. Th«^ 
Physiocrales said that all j)roduets are nllimalely exchanged 
against piodncts. Tliis dootrinc was a<lo|>ted by J. H. Say, but 
it was seen to bo incorrect. Hastiat says ’ — 

‘^Labour is the only subject of exchange. * Into 

what we denominate producl^s there enter difleiamt degrees 
of natural utility and dilhTent degrees of artilicial nlility ; 
the latter, whi(!h alone implies lalionr, is alone the snl>je(a. 
of hnninn exchang(‘s; and without eonlesling in any way iho 
celebrat'd and suggestive formula of .T. K. Say, I esteem ii. 
more rigorously scientific to say that Labour h frehauf/ed 
agaiumt or, better still, ^eriuce,^ ore erohour/eil ayalu^i 

Servieef<P Now we shall have to show hereafter that it is a 
great error to say that labour is the only subject of oxchangt'. 
We have shewn that AVealth is an Exchangeable Hight, and, 
lliorefore, all Exchanges are of Rights against Rights. 


JSxammatbm of the Arr/umcnis against admitting fm- 
maUrial and Incorporeal Quantities into Jieonomlcs. 

15. The considerations given in the ])roeeding sections are, wo 
think, (piite snfiicient to prove that Immaterial and Incorporeal 
Quantities should be a<lmittcd into Economics. AW' have seen 
tViat the Physiocrales did not include them, but we have given 
wliat appears to us a siitHcicnt answer to the arguments of 
Le Ti’osne, the only one who gave any reason why they sljould 
not bo considered as AVealth. Most other w riters have simply 
included or excluded them, as the case may be, without giving 
any arguments on cither side. Malthus, however, has strenu- 
ously argued against their admittajice, and, as his argun)ent.s 

' UunrW)nc!} jEcnimmufVCs, De h Voifvhiiion. 
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have been adopted by some other writers, we must examine 
them, as this work w'ould be incomplete unless we can not only 
show' that th(‘y ought to be included, l)ut also that tlie argu- 
ments against excluding tliem are erroneous. 

It would occupy too much space to quote the whole of the 
passage in Malthus ; we w- ill therefore state his argument, and 
quote suflicient to giv<3 a complete view of his opinion. He 
begins by truly ^ observing on the iniportance of the definition 
of Wc^alth ; and says it is sometimes su[)poscd that a writer 
may define Ins terms in any manner he pleases, ])rovidod that 
he uses them stri(?tly in the sense proposed. lie very justly 
says that this doctrine cannot be acce}>ted, because if he gives a 
definition of the snlijcct, whieh is unusual or inadequate, ho 
may render his inquiries j)erlectly futile; as, for iustance, if any 
one w’ore to define Avealtli arbitrarily, as (‘onsisting exclusively 
of broad-cloth, liowever consistent lie might bo in the use of 
the term, ov how'over useful it might be as a treatise on tliat 
one arti<3le, it W'onld bo of no use to those who looked for a 
trealiso on wealth, according to any common or useful meaning 
of the term. 

He says that the comparative moj'its of the system of the 
Economists and of Adam Smith, de[)end upon tlieir different 
definitions of Wealth, and Prorluctivc Ijabour. If the dcfijii- 
tion of these (enus by the Economists is tlie more useful and 
correct, then their system is the correct one. If Smith’s defini- 
tions of those terms is the bettiU* and more comprehensive, then 
his system is superior in utility and correctness. 

Malthus then says that, of those who have given a definition 
of Wealth, some have made it too narrow, and some far too 
Avide. Tlie Economists made it too narrow by confining it to 
the neat produce of tlie cartli. Lord Lauderdale, he says, made 
it far too wide by saying Wealth is “all that man desires as 
useful and deliglitful to him.” 

“ This dofiuition obviously includes everything Avhetlier ma- 
terial or iritellectiial, wdjelher tangible or otherwise, Avhich con- 
tributes to the advantage or pleasure of mankind, and of course 
includes the benefits and qualifications derived from religion, 
from morals, from political and civil liberty, from oratory, from 
instructive and agreeable conversation, from music, dancing, 

^ of Political Kcommy, Ch, 1. 
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acting, and all personal qualities and services. It is certain, 
however, that an inquiry into the nature and causes of all these 
kinds of wealth, would not only extend beyond tlie bounds of 
any single science, but would occasion so great a change in the 
use of common terms as to introduce the utmost confusion into 
the lartguage of political economists. It would be impossible to 
form any judgment of the state of a country from the use of 
the terms rich or richer. A nation might be said to be in- 
creasing in Avealth, when to all common eyes, and in all common 
language, it might be growing poorer. This would be the case, 
according to the definition, if a diminution of the mariiifactui-ing 
and mercantile products had been balanced in the opinions of 
some persons by the qualifications derived from the intellectual 
attainments, and the various personal qualities and services of 
the inhabitants. But how is this balance to lie ascertained? 
How is it possible to estimate the degree of Avealth derived 
from th(?se sources? Yet it is quite olivious that avc cannot 
practically apply any discussions respecting the relative increase 
ill the wealtli of diiferent nations, without having some means 
however rough of estimating the amount of suclv increase. 

“ Some modern writers who do not choose to adopt the 
language of Adam Smith, and yet see the confusion which 
Avould arise from including under the liead of wealth, every kind 
of benefit or gratification of Avhich man is susceptibh.^, have 
confined tlie definition to tlu'sc objects alone, whether material 
or iinmaterial, wliich have value in exchange. 

'^riiis definition is certainly preferable to the more comjire- 
hensive one just noticed, but by no means to the extent Avhi(^b 
miglit at first be suiqiosed. When it is considered attentively, 
it Avill be found to bo open to a very groat portion of the objec- 
tions to which the more general one is liable, and to draw the 
line, of demarcation lietvvoeu what ouglit and Avhat ought not 
to be considered as wealth in the most indistinct and un- 
satisfoctory manner. 

Passing over the incorrectness of introducing a term open 
to so much controversy as value into a definition of Avealtli, it 
may be observed — 

‘‘ 1st. Tliat if by an object which has value in exchange bo 
understood its susceptibility of being purchased or hired, then 
there is scarcely any quality or accomplishment of the mind or 

M 2 
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body that would not come under the category, of wealth. The 
posse^ssor of the lowest species of literary knowledge, that of 
reading and writing may he hired to tcacli otliers; and, as all 
or nearly all who had acquired these useful arts are susceptible 
of such employment, an estimate of national wealth ought to 
include tlic value of these attainments, however varicnis in 
degree and widely extended. 

2nd. All the knowhidge acquired by a 8U})erior education 
and superior talents, on account of a >sinnlar susceptibility, 
would liHvo a gi’catei’ claim to bt^ included in tlu; estimate. 
The possessors of religious and moral knowledge, thougli 
obtained without any view to the instrnction of others for a 
})ecumMry rcmnncnition, would be ready to sell such instruction 
under a reverse of fortune. The same may be said of a k7iow- 
lodge of classical literature, mathematics, history, natural 
pliilosophy, chemistry, geology, mineralogy, botany, &c. 
On the same j)riuciiile those wlio liad learnt to dance, to sing, or 
to fence for their aTuusement might more or less iini)erfectly 
teac.U dancing, siiigiiig, or fencing for inonoy. 

In sliort, if wo include under the denomination of wealth all 
the qualities of the mind and body which arc susceptible of 
being hired, we shall iind that, by the restriction of the term 
wealth to that which has exchangeable value, Ave have advanced 
but little towards removing the confusion and uncertainty 
attendant upon tlie former definition ; and all idea of estimatiug 
the increase of wealth in any country, or making any moderate 
ap])roaches to it must be absolutely lioi)oless. 

“ On the other liaiid, if we coiifmo the definition of Avealth to 
those objects wliich either have been exclianged, or are. speci- 
fically intended to be exchanged, we shall attempt to draw a 
broad line of demarcatioTi betAveon things in regard to their 
qualities are jn'ccisely similar; and further exclude from the 
category of wealth a great mass of articles, aa'IucIi have beem 
included, ami most correctly so, by Adam Smith and by almost 
every person Avho makes use of the term, either io Avriting or 
conversation. 

“The various informalion acquired by private study, and 
destined for private use and ejijoyment, may be of exactly the 
same kind a.s that wddeh is intended to be let out if anybody 
Avill Lire it, yet the first, in this classification, is not to be 
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called wealth, and the other is. The person who l.>uys instme- 
tion buys an ariiouiit of wealth which it must he presumed is 
equal in value to what he has paid for it, wdiile tlio self-taught 
person, who is in possession of much superior knowledge, has 
acquired no wealth. According to this definition, wealth cannot 
be givfeu; it can only lie bought. The iiistnictions of the 
school-master are wealth; the same instructions given by a 
frieiul, or father, are not wealth. This is snfliciently incon- 
sistent; but this is not all. By this definition of wealth a very 
large and most importairt portion of material commodities is 
excluded from the denomination. In tlui business of agricuitnre, 
a considerable sliare of the produce is al ways destined to ]>o 
consumed on the spot without being exchanged. The common 
farmer oalculat(;s how much of what he produces must go to 
the support of his own family and working cattle, before lie can 
detennhie how much he will have to sell. Tins gi‘utlem:in farmer 
sujiports perhajis a large private establishment ujion liis farm, 
lives hospitably, receives numerous guests, and sells com|>ara- 
tively very little. Our feudal ancestors pursued this course to 
a Tuueh greater degree. In fact it was the only way in which 
they could spend the principal part of tlie jiroducts of their 
large possessions. The great Earl of Warwick is said to have 
snpf)orted thirty thousand people tlaily on his ditlerent manors ; 
.and at an earlier [leriod, the ehler S])oneer in his petition to 
Parliament cointfiains of the ra\ ag(*s made by the llarons on his 
estates, and enumerates LH),000 sheep, 1,000 oxen and lieilers, 

12.000 cows with their breed for two years, 500 cart horses, 

2.000 hogs, 10 tons of cyder, together with OoO bac:oiis, 80 car- 
casses of beef, and 600 muttons in the larder, h'rom (liis 
enumeration, Hume observes, “ the plain inference is, tliat the 
greater jiart of St>encer’s vast estates, as well as the estates of 
the other nobility w'as farmed by the landlord liimself, managed 
by his stewards or bailiffs, and cultivated by his villains.” 

Little or none of it was let on lease to fnisbandmon. Its 
produce was consumed in rustic hospitality by the baron or his 
officers. 

‘‘ No w this largo mass of material commodities, increased as 
it would be by the flax and wool raiswl, spun, and wove for 
home consumption, few, it is conceived would venture to exclude 
from the deuoimnation of wealth ; and yet this produce lias 
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neither actually been exchanged foi* money or other goods, nor 
has it been raised with tlie intention of being so exchanged, 
and, therefore, according to the last definition, it ought not to 
be considered as wealth. 

‘‘ It must he allowed, nevertheless, that it has exchangeable 
value; and here one of the great characteristic differences 
between material objects and objects which arc not material 
appears in a striking point of view. Of the quantity and 
quality of the material commodities here noticed it would not 
be difficult to make an inventory. Many household books, 
indeed, furnish one; and, knowing pretty nearly the quantity 
and quality of smdi artich'S, a ffiir appi*oximation to their value 
might be attained by estimating them according to tlie market 
firices of the district at the time. But in regard to imma- 
terial objects the difficulty seems to be i us urnioun table. Where 
is an inventory to be found, or how is one to be made of the 
quantity and quality of that large mass of knowledge^ and 
talents reserved for the use and consumption of the individual 
possessors and their friends. Or, supposing it were possible to 
form such an inventory, liow could we make any moderate 
approaches towards a valuation of the articles it contained ? 

Consequently, if by objects which liave value in exchange 
we mean objects wliich are susceptible of being exch.anged, we 
shall include such a mass of the mental and physical qualities 
of mankind as to make the term wealth convey no tolerably 
distinct and useful meaning. 

“ And if by objects wffihjh have value in exchange we mean 
only those objects which have actually been, or are specifically 
intended to bo exchanged, xve shall exclude from the denomina- 
tion of wealth a large mass of material commodities which 
have ahvays, and most justly, been classed under that head. 

“To get rid of these obvious embarrassments, it has some- 
times been the pra<!tice to consider the labour which is hired, 
as the w^ealth which is purchased without reference to its results. 
But it seems very strange and incorrect to consider mere labour 
as wealth. No one would give anything for it, if he were sure 
that it Avould yield no gratifying result. It is in the expecta- 
tion of this result alone that labour is employed. The sick 
man employs a physician, not because he is pleased with the 
trouble which he gives him, but because he expects that liis 
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healtli may be benefited by the advice wliich lie receives. The 
lawyer is consulted and feed, only because liis client expects to 
derive some advantage from the opinion to be given, or the 
cause to be pleaded. And even the menial servant is not liired 
on account of the desire to see a man work, but on account of 
the trouble which he will save his master in performing certain 
offices for him, or the gratification afforded to his vanity by the 
shew of liaving a person at his commuiMl. 

The natural consequences of these difficulties is tliat the 
ablest writers who have deserted matUr in thtdr definition of 
wealth, have fallen almost inevitabl}'^ into contradictions and 
inconsistencies.” 

Maltlms, tlien points out the amazing self-contradictions of 
J. Ik Say on the subject of Wealth. As tliese ai'e fully ex- 
]»la.iued in the chapter on Credit, we nee<l not set tliem out 
here. That Say has contradicted hiiusi;lf in the most ex- 
traordinary way is true, but Ave cannot admit that that is in any 
way the eonseipience of admitting immaterial and incorporeal 
quantities into Kconomiijs. 

Ho then conlimies — “The fact really is, that if Ave once 
desert matter in the definition of Avoalth, there is no subsequent 
line of demarcation which has any tolerable dcigree of distinctness, 
or can be maintained Avitli any tolerable consistency, till we 
have included such a mass of immaterial ol)jects as utterly to 
confuse the meaning of the term, and render it impossible to 
s])eak with any apfu’oacli toAvanls precision, either of the Avealth 
of different individuals, or different nations. 

“ If then we wish Avith Al, Say to nndve political economy a 
positive science, founded on experience, and cnjiable of making 
knoA’iii its results, we jnust be pariiciilarJy careful in defining its 
principal term, to embrace only those objects, the increase or 
decrease of Avhich is capable of being estimated ; find the line 
Avliich it seems most natural and useful to draw is that which 
separates material from immaterial objects. 

“ Adam Smith has noAAdiero given a very regular and formal 
definition of wealth ; but that the meaniiig which he attaches to 
the term is confined to material objects is throngbont his Avork 
sufficiently manifest. Ilis prevailing description of wealth may 
be said to be ‘ the annual produce of the land and labour.’ 
Tlie objections to it as a definition are, that it refers to the 
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sources of wealtli before wo are told what wealth is, and that it 
IS not sufficiently discriiriinntc, as it would include all the use- 
less and unappropriated products ot the earth, as well as those 
which arc api>ropi iated and enjoyed by man. 

‘‘To avoid tliese oljections and to keep at an equal distance 
from a too confined or a too indiscriminate sense of the term, I 
should defiMC Avealth to be ‘the mnterial objects necessary, 
useful, or agreeable to man, which are voluntarily appropriated 
by individuals or nations. The definition thus limited includes 
nearly all the oljects which usually enter into our concei»tions 
whcii we speak of wealtli or riclies — an advantage of con- 
siderahlo importance as long as W'O retain tliese terms both in 
common use, and in the vocabulary of political economy. 

“ A coiint]*y will tlierefoi’o be rich or poor according to tho 
abundance or scarcity with which these nmterial oljcHrts are 
supplied, compared with (lie extent of territory : and the peof>le 
will be ricli or ]»oor, fK'cordiiig to the alnindance or scarcity 
Avith which tlioy arc supplied.” 

In a note to tliis ]tassage he says : — “ In my little work on the 
‘Definitions in Political Economy,’ puVfiisbed in 1827 , I defined 
Avcalth to bo * The material objects necessary, useful, or agreeable 
to .man, which have rt‘<|uired some ])ortion of human industry 
to appropriate or produce.’ The latter part was added in order 
to exclude air, light, rain, &c., but then3 is some objection to the 
introdnclion of the term industry, or labour, into the definition, 
liocaiise an object might be considered as wcvilth Avhich has had 
no labour employed on it. A diamond, accidentally found on 
file sea shore, might have a Idgh value; and the fruit at the 
top of a tree must ho considered by tlie savage ns nect.^ssarv or 
agreeable to him before he will make the exertions reepured to 
olfiaiu it.” 

We have placed this long extract before the reader in order 
that he might sei^ everything that can lie urg<Ml on the subject, 
we are not awan^ of any arguments wliieli have ever been used 
on that side of tho question besides the above. 

Before re]»lying to them we must, observe that \vx- have already 
slicwn that. Malthus is completely mistaken in alleging that 
Stiiith confines the term wealB to products ; we have 

sliown that he. expressl} indude.s intellectual <|ualitle.s and credit 
e.iidei tiu; title oi capital. We have next to observe that in his 
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latter definition given above, he has seen the necessity of eliini- 
nating the idea of labour from the term of wealth. Ibis is a 
great step in advance. But from both of his definitions he has 
entirely omittesd e,xohan(fmh%lit]f^ the very <|uality in whi<?h all 
writers ancient and modern have made the essence of wealth. 

Now* with respect to Malthus’s arguments against admitting 
immaterial (juantities into Economics, they appear to us to be 
, ui\ftound, ami founded on a complete misconception of tlio nature 
of Economic Science. They are against all' the analogy of 
Physical Science, and against the authority of all preceding 
writers, except the Economists. 

We may .say, in the first place, that there is no ditliculty in 
deciding what is Wealth and what is not, because as Economic 
Science deals with nothing but exchanges, all immaterial pro- 
ducts which are made the subject of exchange are within its 
pale, and those which are not made the subject of excliange are 
not. Moreover, their value is ca))ablc of as exact measurement 
as that of material substances. If the market price of so much 
instruction of any sort is a guinea, its value is measured with 
exactly the same precision as that of any material product 
whose value is a guim^a. The distinction between persons who 
merely exercise their vocal and instrumental powers for the 
|)leasure of themselves and their friends, and tliose who earn an 
inc-ome by them, is perfectly plain and distinct. The one is not 
a subject of taxation, the other is. 

To say that we cannot make a catalogue of all the immaterial 
]n’oducts ill a country shews an entire misapprehension of tlie 
nature of Economic Science, Xo Ect)nomist ever yet thought 
of taking an inventory of the |»ots and pans in a gentleman’s 
kitchen, or of Ids furidture, or of the coats and waistcoats in 
his wardrobe. Tfo work on Economics over yet attempted to 
give a valuation or catalogue of all the things in a country. 

1V> suppose that it is necessary for E^conomics to enumerate 
all the things in a country, is as baseless as to su])pose that it is 
^ necessary for the Science of Mechaidcs to enumerate all the 
steam engines and other machines in a country; or ibr the 
Science of Medicine to enumerate all the medii‘.al cases in a 
country; or for Zoology to enumerate all the animals in a 
country ; or for the faience of Chemistiy to ascertain the 
quantity of chemical elements in a country ; or for the Science 
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of Optics to enumerate all the telescopes in a country. These 
are the statistics of their several subjects, and may have their 
interest and their u.se, but they form no part of the science of 
the subject. 

If the arj]fuments of JMalthus wore true, there could not be a 
Science of Eironoinics until all things in a country had been 
catalogued, a doctrine as irrational as to say that there could 
not be a Science of Mechanics until all the niachinos in a country 
were numbered, nor a Science of Natural History until all animals 
were numbered, nor a Science of Optics until all t he telescopes 
were iiiiinbered — a doctrine which is obviously untenable. 

It ai>pear.s to us that the plainest priTici[>les of common sense 
are against the doctrines of Malthus. Economics treats of 
Exchanges. Now it is certain that, in this country at least, 
nineteen-twentieths of the Exchanges whi(jb take place are of 
iumiatorial and incorporeal 4uantities. Now it certainly appears 
to be repugnant to the [»lahicst principles of science to exclude 
from the Science of Exchanges at least nineteen-twentieths of 
the Exchanges that actually occur. 


On tJie eomnion difficulty felt in admitting Immaterial and 
Incorporeal Elements into Economics. 

1 6. The real diiFiculty whicli impedes the true cornpreliension 
of the subject is very similar to that which for a considerable 
time obstructed the i*eception of the Newtonian doctrine of 
gravity on tlie Continent. It had been laiil down as a dogma 
from tlie days of tlie Greek Philosophers that a body cannot act 
where it is not. When, therefore, the Newtonian doctrine of 
<‘entral forces was puldished, shewing that the motions of the 
planets might be all accounted for by certain forces emanating 
from the sun and themselves, the opponents of the system 
maintained that it violated tlie fundamental principle that a 
body cannot act where it is not, and many of the most dis- 
tinguished philosopliers on the Continent, such as Leibnil.z, 
lluyghcns, J. Bernouilli, refused to receive it on that account 

A very much more specious dogma, however, is at the root of 
the common unwillingness among uninstriictod writers to 
admit Immaterial and Incorporeal elements into Economics. 
Prom the days of Anaxagoras and Epicurus it has been handed 
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down from age to age by siKJceeding generations of physicists 
that Nothing mn come out of Nothing^ and that Nothing can 
go back into Nothing, The fundamental dogma of Lucretius, 
the hierophant of the Epicurean Philosophy, is that Nothing 
can come out of Nothing^ L, 151 : 

“Null AM hem e Niiiilo oiont divinitus unquam 

* « * * « iii( 

Nil igitur fieri do Nilo posse fatcndumst.” 

Moreover, that Nothing can go bade into Nothing^ L 216, &c. : 

“Hue acerdit uti <|ua>(jiie in sua Corpora riirsiim 
Dissolvat NaMira, TH'qiie ad Nihiluin intcTimat res. 

« * * « « 4-- 

Niilliiis cxitium patitur Natiira \dderi. 

4^ 

Immortidi sunt iiatura praidita oerto. 

Ilaud i;xitur possunt ad Niliun cjuieque revCTti. 

♦ ♦ ♦ * # 

Hand igiliir redii ad Nihilitni res ulla, sed omnes 
Diseidio redennt in corpora material. 

JIaud igitur penitus porcunl ((UODCunque videntur 
Quaudo alid ex alio reiicit Natura, ncc ullain 
Rem gigni patitur, nisi morte atljuium alienri/* 

And tliis is the constant refrain of the Lucrotian Philoso))hy, 
that Nothing can he produced from Nothing that 

can go hack into Nothing^ I., 266, &c. : 

“ Niirjc age res quoniam docui non posse crenri 
De Nihilo, iieipie item geuiUis ad Nil revocari. 

At quoniam supera docui Nil posse oreari 
De Nihilo, neque quod gcnitiimst ail Nil revocari 
Esse imraortali Primordia corpore debent.*’ 

And this ivS the identical doctrine which physicists maintain 
to the present day, Cliemists delight to expatiate to their 
audience on the indestructibility of all things. How, seeming 
destruction is merely the dissolution of atoms under their pre- 
sent combinations, to re-appear in new forms and new combina- 
tions in perpetual succession. 

But Economies and Law confound the best settled doctrines 
of the sages of old. It is true that many Economists have 
declared that man can call nothing into existence, and that aU 
wealth comes from the earth. That wealth is but the particles 
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of matter, and that all that man can do Is to re-arrange them, 
or place them in a new position, and let Nature do the rest. 
But their own doctrines, their own books, their own dcHnitions 
confound all such notions. Economists, with scarcely an excep- 
tion, are now agreed that whatever can be exchanged, whatever 
can be bought and sold is weal tin Twenty-two centurieS ago 
the author of tlie Eryxias irrefragably proved that Knowlkdgk 
is Wealth. Aristotle defines wealth to be everyfhmg whose 
value can bo measured in money. Smith, Say. Whatoly, Senior, 
and Mill all admit the intellectual qualities and talents of the 
jicoplo t o be Weal til. 

Knowledge, therefore, by the very generality of the dermition, 
and the consent of every modern Economist of note — is Weai.th. 
And where does knowledge come from ? And what is it formed 
out of? Does it come from the earth, and is it forme<l out of 
the materials of the globe? We should imagine tliat few would 
maintain that. All that vve know is that knowledge originates m 
the mind. Knowledge is formed in the inint.l, by great Labour 
very often; but is it formed <nit of materials of the mivul ? 
And if so, what is the mind comjiosed of?- Does it come from 
the earth ? Are we to have an alomic theory of knowledge, or 
of the mind ? Will some metaphysical Dalton tell u« that, 
knowledge or the Iniman miml is composed of indestructible 
primordial atoms? 

llftWa 7« C(.ivuy K()vci:v arOfjcjTrov CEiyorfpoi^ TriXei, 

But tliis same knowlcilge — Whence coineth it ? Wh(U is it ? 
Whither gocth it? 

We know not — Do our readers? 

Nathless it is Wealth: and, therefore, it is within the 
domain of the Economist. It may be bought and sold : it may 
be valued; it may be accumulated; it may be lunided down 
from age to age like any material product whatever. It is the 
produce of Labour just as much as any niatorial liroduct: every 
one of the great sciences is the product of the labour of in- 
numerable toilers. Tlie acquisition of knowledge is the acqui- 
sition of Wealth: and the loss of knowledge is the destruction 
of Wealth. And is the loss or destruction of knowledge the 
aissohitiojy of indestnictible primordial atoms ? Hero, then, are 
vast masses of Wealth ; and the (|uesUon is where does it come 
from ? And wViat is it composed of? And there can V>e but 
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two answers to the question. Either knowletlge is composed 
of indestructible primordial atoms, or it is not. If it be so, 
then of course the formation of knowledge is not the creation 
of Wealtli out of nothing. But unless wo are prepared to 
admit that — and who is ? — ^thc formation of knowledge must 
be the creation of Wealth out of nothing. And the loss or de^ 
struction of knowledge must be the DEiuiEATiON^, or the return 
of Wealth into Nothing ! 

As one example of tliis out of thousands, we may take a ease 
Unit was .some years ago before the Scotch Courts. In the 1 k> 
ginning of th(^ l7th century, a man named Anderson discol ored 
a way of making pills which soon became very ]>o]>ular. The 
secret of making these pills has been handed down from genera 
tion to generation, and has been a constant source of wealth to 
the jiossessors of it Some years ago the owner of it becaTne 
banknn)t, and his creditors elaimod the right of having it 
given up to them, as part of the l>:mki'ui)t’s property. ''ITje [dlls 
have boon analysed in vain by chemists, and the secret of tludr 
composition has never bi‘en able to be discovered. Now hoia^ 
is a manifest case of a trade secret — knowledge — being Wealth 
— and where did this wealth come from ? And what is it com- 
posed of? Did it come from the earth ? And is it composed 
of the materials of the globe ? And yet it lias been handed 
down as m licdrloom from age to age. If the owner of the secret 
died witlmut divulging it, there would be a mnnifest loss of 
Wealth. And what would l>ocome of it in that case? And this 
is only a "particuhir examjile out of countless otiicr.s. Trade 
s(.‘crcts are o\]>ressly held in Law to bo partncj’slii]) assets. 

Hero, then, we have enormous masses of what every Economist^ 
now-a-days, admits to be wealth, which overthrows the doctrine 
of the Physical Philosophers, that Nothing can come out of 
Nothing, and that Notliiug can go back into Nothing. The 
doctrines of many Economists are equally overthrown, who sav 
that all wealth comes from the earth, and that man cannot create 
wealth. For here ivo have great masses of wealth, wliich 
manifestly do not come from the earth, and are created by man. 
llcuce it is manifest that there is another source of ivcalth 
iKisides the Earth, namely — the Human Mind. 

^ But the tliird species of Economic Quantities do not' originate 
in the Eurth, nor yet in the ]\Iind. And here again we may 
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observe that Lucretius is at fault. For he says that there is 
nothing besides the void which is separated from something 
corporeal. I., 420, «fcc, 

Omnis ut cst igitur, per sc Natiira (iual)us 
Cousistit rel)us; uain Cokpoka sunt, ct Inane. 

4 ^ ♦ * * * ^ 

Privterca, nihil est, quod pt>ssis dicere ab omni 
Corpore SL*junct\iiu, secretuinqu’ esse ab Inanu. 

* * ip * ^ 

Et facere et fungi sine Corpork nulla potest res. 

Ergo j^Tfctcr Inane et Corpora, tortia per sc 
Nulla ix^test renun in nuinero Natura reliiKpii.” 

From these lines it is clear that Lucretius did not, live in the 
days of Public Debts, Dills of Evcliange, .and Dank Notes, 
Copyrights, Sliares, and other Incorporeal Property, or he 
would have found it necessary to ntfxlity this part of Ids 
Philosophy. Wo have already shewn that the Ibunan Lawyers 
divided property into Corporeal and lucov)>oreal, and that tlie 
latter, consisting of pure abstract liiglits, was classed as Wealth, 
just as much as the former. If Lucretius ha<l ap))lied to the 
Roman Lawyers of his day, they would have toM him that there 
were abundance of Rks Tncorpohale.s, which ^\faciehanV^ and 
fungehantur ” without any corpus at all. li* he h.ad got his 
friend Cicero to explain to him tlie system of Roman Dunking, 
he would liave found in it the overthrow of the fumlamental 
dogma of his philosophy. And in every system of Law the 
same distinction of projxu’ty exi.sts. Now, Dank Kot^s, Dills of 
Exchange, <feo., are separate, independent, excliangeable property, 
and, tlierefore, cx vi termmi^ and al.so by the express declaration 
of Roman Law— Wealth. And what are they? Simply credit 
— Debts. And whore do these Debts come from? Do they 
come from the materials of the globe? Are they, too, formed 
of indestructible primordial atoms? When a debt is (ireated, 
is it tlie combination of material atoms? And when it m 
extinguished, is it the dissolution of certain material p.article» 
to reappear under anotJuu- form? Are debts oven the products 
of Labour and tlie Hum an Mind? 

How is a debt created ? Dy the mutual consemt of two 
minds. By the mere fiM of the Human Will, And liow 
is a debt extinguished ? By the mere fiat of the Human WUL 
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Now, when two persons have agreed to create a debt — whence 
does it come? And what is it composed of? Is it extracted 
from the materials of tlie globe? Does it come even from the 
mind ? No ! it is a valuable product, created out of Absolute 
Nothing, by the more fiat of the IIuTnaii Will. And when it is 
extinguished, it is a valuable product Decreated into Nothing 
by the of the Human Will. 

But besides I)el»ts, there is an enormous mass of valuable 
propei*ty of a similar nature created by the mere Will of the 
Legislatui'o, such as Copyrights, I*atents, &c. It is true that 
the Legislature cannot make a Cojiyright a valuable thing ; its 
value must proceed IVom a different source. But it can create 
the Right, and prevent it from being destroyed. Now'^ the Copy- 
rights held by a publislter are part of Ivis fixed Ca|)il.al. Tliey 
are part of his Wealth, just as much as so much land. Whence 
do they come ? Fi*om the materials of the globe ? Or even 
from the human mind? It is clear that Copyriglits are the 
pure creation of the I'Vill of the. I.egislalure. Suppose that the 
Legislature wia-e to abolish Copyrights: would not tliat be an 
actual annihilaHon of Wealth, and not merely tlio dissolution 
of material atoms ? 

Precisely the same considerations apply to vast amounts of 
Property ot a similar nature : such as policies of insurance, 
leases, and annuities of all sorts, such as public debts and others. 
They are all Property ci-eated by the mere Jiat of the Human 
"WilL And w ho can foi*m the most distant conception of the 
value of alf the Incorjioreal Property in Great Britain ? 

Hence wo observe f!Rat there is a third source of Wealth be- 
sides the Earth, and the Human mind, namely, the Human 
Will. By far the largest portion of Economic Quantities are 
merely the creations of the Human Will. 

We may observe that Credit in Economics is very much ana- 
logous to Gravity in Mechanics. Gravity is Force pure an<l 
simple, dissociated from any material agency, and for .some > 
time some eminent men felt a difficulty in believing in it for that 
reason. Now" Credit is Exchangeabiiity pure and simple, dis- 
sociated from Labour and Materiality, and, therefore, some per- 
soiKS even yet find a difficulty in believing it to bo Wealth. 
But argument and authority e<iually declare it to be so. 
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And now wo soo the ndraiitftgo of removing all notions of 
Labour and Materiality from the definition of Wealth : and de- 
fining it to bo exclusively an Exoiiangkaijle Right. We have 
shown conchisivoly from facts, and the doctrines of the most 
eminent aiithoritic.s, ancient and modern, and not from vain 
dogmas, that man can Creatk Wealth, We do not of course 
moan that he can create matter^ but that bo can create Rights^ 
wliicli inriy be bought and sold; and notwithstanding all the 
dogmas of pliilosophors founded in tills instance on im- 
fierfect induction, the Tifiwyer, the Economist, tlie Merchant, 
and the Btatosinan must understand that tlie enormonsly greater 
])roportion of Wealth, in a highly civilized and commercial 
country like Great Britain is the pure creatiou of man. 

Oil the Applicfftion of the Positive oral .N'etjative SUjns to 

Pmperti/, 

IL We have scon that Economic Quantities, or Economic 
Rights, are of tliree sjiecies: — Ist, Froperty in some material 
sulistance which has filready heen ac«[nired : ‘2nd, Property in 
ourselves, ourtaleiits and services: and ;0‘d,Prop(*r1y in sonudhing 
which is only to lie acquired or enjoyed at some future time. 

Now we can absolutely part with, and di\'est ourselves of the 
Projicrty in material substances, or the first sjxicies of Economic 
Quantities; in exchange for some reward, we can transfer to 
some OTIC else the right to make use of our intellectual qualities 
or servi(*es, for a limited period or a s|)ecial occasion. But 
though we may receive a rcAvard for exercising our faculties in 
some person’s service, avo do not part \^h tliem : wc may sell 
our knowledge, luit it is not gone away from us. Like a candle 
which commimicates liglit to others, it does not diminish our 
own light:: a man may sell hi.s instruction, but it does not 
diminish his own store. The third sjiecies of Economic 
Quantities are intangible and invisible like tlte second sjiecies, 
but they are Iransferahle likt? the first, and when wc exchange 
. or vseli tnem, ive ilivest ourselves absolutely of our property in 
them, as we do of tlie first spi^cies. 

Now we observe that tlie Iavo species of Property of which 
we can absolutely divest ourselves, are inverse to eacli otIiev> 
Propeny, like JaiuKs, lias two faces, placed back to back. It 
regards the past and the future, and is llierefore of opj)osite 
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qualitlos. Now, in all Physical and Mathematical Science, it is 
hivariably the custom to denote similar quantities, but of 
opposite qualities, by opposite signs. Hence, as a matter of 
eiinplc convenience, and following tlie usual custom in Physical 
Science, if we denote one of these Properties as Positive, we 
may, ag a distinguishing mark, denote the oilier as Negative. 

We shall not here examine the importmit consequences which 
flow from this notation. We simply say at jireseiit, that if we 
denote Property in a product that acquired as Positive^ 
it is perfectly consonant with the universal ]>ractioe in Pliysi<jal 
Philosophy, to denote Property in a. pro(lu(;t that is to be 
acquired as Negative. 

Now Property in a thing that has been acquired is Corporeal 
Property; and Property in a thing that is to be acquired is 
Incorporeal Pro])erly, Hence, if wc denote Corporeal Property 
by the I\.>sitive Sign, it is strictly in accordance with all IMiysical 
IMiilosophy, to denote Incorporeal Property by the Negative 
Sign. 

And as in all Mathematical and Physical Sciences, the whole. 
Science eomju’chends both Positive and Negative Quantilios, so 
the whole Science of Economics comprehends both Positi\o 
Economic Quantities and Negative Economic Quantities, or 
Corporeal Proj)orty and Incorporeal Ih’operty. 

On the ClassitlcMion of Property, 

18 . Wc shall now sliow the practical convenieneo whicli 
arises from this distinction of Eiroiiomic Quantities, as Positive 
and Negative, for many species of Pro|)erty arc of a mixed 
nature; tliat is, the entire Property in them consists partly of 
Corporeal Quantities, and partly of Incorporeal Quantities. 

Property in Land is the highest property of all : and to 
understand the nature of Property in Land is tlie grammar of 
Property in general, # 

Things dilfer in their use according to their nature: some" 
perish in the use : some perish fi*om causes independent of their 
use: some are ii\ a state of complete existence, and do not 
perish, and they give the means of complete enjoyment, as 
statues, gems, &c. 
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But Land is indestructible in its nature ; its use is unlimited 
in duration, aiul constant and uniform In its quality, 

Now suppose that we purcliMse an estate in land for the sum 
of £ 100,000 : where is the value for our money ? Does it con- 
sist in tluuijs winch have a present existence ? The veriest tyro 
w^ould answer — Certainly not. Where, then, is the equivalent 
for the purchase money ? 

When we purchase an estate in land, we purchase the Right 
to tlio actuaJly existing products of the land and labour, such as 
the hoiisoSj the timber, the crops on the ground, together w'itlt 
the Right to I'cceive its annual |)rotits, or produce, for ever. That 
is to s;iy, wo ]»urclia.se tlie Proj)erty to receive actually existing 
material products, together with a series of products which will 
only come into existence at delinite intervals of time for ever. 
Thus Pro]u.*rty in Land consists of two perfectly distinct parts, 
Property in the products of the past, and the Property in the 
produce of the future— say £o,d00 a-year for ever. 

Tills Property iu Land may be conveniently denoted thus : — 
Existing produce of llio land, to^/ether with — £8,000 — £8,000 — 
£8,000, for (jver: where llie Negative Sign m(.ifins that the 
profits will come into existence at future intervals f)f time. 

But though the yearly produce of the land will only come 
into existence at future intervals of time, the Property, or Right, 
to receive it as it does come into existence is present, and 
may be bouglit and sold like a table, or a book, or corn. That 
is to say, each of tliese annual profits for e\’er has a Present 
Valuk, and tlie purcliase money of tlie land is simply the 
sum of the present values of this series of future payments 
for ever. 

Now the Right to I'eceive any, or any number of these future 
profits is an estate in land, and a.s the entirety of the estates 
may belong to dilferent ])ersonH, we have the whole legal doc- 
trines of estate.s in rcinainder, iu fee, in tail, in reversion, &o., 
with all their complications. 

Agaiilj^ although this series of future payments is infinite, a 
simple Algebraical formula shews that it has a finite limit, and 
wliat that limit is, depends partly upon tlie current rate of 
interest, as well as circumstances alFecting each locality. Pro- 
perty in some parts tif the country may be depressed below such 
a value by various local circumstances, and Property in other 
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parts of the country may be increased in value above the usual 
rate from other local circumstances. 

When the usual rate of interest is 3 per cent, it is found that 
the total property in land is worth about 33 times its annual 
profits, and consequently 32 parts out of 33 of the total property 
in landds Incorporeal, tlie remaining part only being Corporeal. 

Now when a purchaser has paid for the land, it may be said 
without any very great metaphor, that it oines liijn a series of 
annual payments for ever, as he bought it merely on tlie belief 
that he would receive them, hence w e may call this Riglit to 
receive the future i)rodnce of tlie laud the Credit of the land. 
And it iis by tlie notation w'e have adopted, a Negative Economic 
Quantity. 


When a trader of any sort has established a business of re- 
putation it may be calculated aftcu* a certain time what the 
jirofits may be expected to be ; ami the Right to receive these 
future profits is a recognized article of coinmerce, ami is called 
the Goodwill of the business. It is the emptio spei, or the 
emptio rei ^^perakn of Roman Luwl Tliis ]>ro]>erty is the I’csult 
of the trader’s I^ihour and Talents, and is manifestly incorporeal, 
and lies wholly in tlie future, and is therefore negative. 

That the goodwill of a bu-siness is a valuable property is m 
well known to every trader, lawyer, and man of business, that it 
may seem almost suiiorlluous to mention it. Yet J. B. Say is 
the only Economist, tliat W'e are ;uvare of, who recognizes the 
existence of such ]>ropcrty ; and even he seems to forget it in 
many of his doctrines. 

We may cite an instance wdiich may interest our readers. 
Bosw^ell says that Thralo, the great hi'inver, appointed Jolinson 
one of his executors. In that capacity it became his duty^ to 
sell the business. When the sale w^as going on — “ Jolinson ap- 
peared bustling about, with an inkhorn and pen in his button 
hole, like an exciseman ; and on being asked wliat lie really con- 
sidered to be the value of the pri^icrty which was tdPbe dis- 
posed of, answ^'ered, “ We are not here to sell a parcel of boilers 
and vats, but the Potentiality of growing rich beyond 
Ahe dreams of avarice,” This latter plirase was merely a 


Johnsonian ;<dxpression for the goodwill of the business. 
The price/ realized on this occasion w^as, wo are told 
’f N 2 
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elsewlicre, £135,000. Now this sum was not given for the 
boilers and vats only, the result of past labour: but it 
com])rehon(led : 1st, a sum for the actual space of ground ou 
whicli tlio brewery stoo<l, which space of ground w:is not the 
result of labour at all, ami whose value was in no way due to 
labour; ‘2ml, the price of the houses and buildings, tlu> boilers 
and tlie vats, the result of past labour; and 3rd, tlie price of the 
incorporeal potentiality (the emptlo red sperata^ which lay 
wholly in tlie future, and was tlierofore Negative by our nota- 
tion. Now liiis polenliality Avas t.h (3 result of labour, but it vauis 
not cor])oreal; l)iit it couLl be bought and .sold : it could not be 
hamlled or seen, but its value could bo measured in money; and, 
therefore, it was weaUh. 

A tliird s]»et;vi(‘S of Incorporeal Property of a similar nature 
to the precerliiig is the Pkaotice of a professional man. 
Wlien a ])i’oi‘e.ssion}il n\an, sueli as a doctor or an attorney, 
has established a good reputati«.»n, the expectation of the 
future profits is a valuable ]>roperty wbicli may be sold, 
aud is called a IhurTici:. Nothing is more common than 
for a young doctor or attonu'.y to Imy a jwaetico. This is also 
the em.pUo fipel : and is only another name for the goodwill of a 
business. It clearly lies wholly in the future, ami is therefore 
Negative. 

A fourth s])ecics of Incorporeal Property is the CorvuiGiiT 
of a Avork ot literature or art. When an author or an artist has 
produced a groat Avoi’k, tlie Iuaavs of all civdlii^ed countries gi\"e 
him the exclusive right to multiply co|>ies of such a work by 
printing, eugi'aving, <fec*., and recei\'e the profits of their sale. 
Tills exclusive riglit is termed Cojiyright, and lasts for a longer 
or a shorter time in diflci'ent countries. The books or en- 
gravjiig.s alr(?ady printed are the corporeal results of past 
labour, but the Jviglit to recei\^e the future proiits is incor- 
poreal : this also is ernpUo spec: it lies wholly in the future, and 
is therefore Negative, 

A fifth speeie.s of Incorporeal Property, which in recent 
times has attained colossal magnitude, is the Shares in com- 
mercial comi>aiues ot all sorts. 

When ]>eraons unite to form a Joint Stock Gompanv^, they 
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each contribute a sum of money which ia the result of past 
labour, and is called the Capitat. of tlie CoTn])Mny. In exchange 
for this money, the subscriber receives a certificate tliat he lias 
contributed so miicli capital, which giv(S him tlje right to 
share in the future profits to be made by trading in the pro- 
portion in which he contrilmted to the paid-up Capital. 

And here it may not be amiss to say a -fi^w words as to 
the nature of shares in commercial companies. It miglit 
perhaps appear that the stock, or shares, in a Company, were 
identical with and represented tlie very money jiaid in as 
Capital. This, however, is an important error. In llio first place 
it is clear that if the shares were merely one pro]>erty with the 
actual capital, they never could exceed it in value. For if a 
man has merely the riglit to receive baede the identical quantity 
of money be paid in, of course the share cannot exceed it in 
value. 

But wlien a sharelioldcr pays in money to form the ea|>ital of 
a com])any, the property in the money is gone from liim in his 
individual capacity, and is ])assed to the company, which is a 
distinct eiuity from, its individual meinl)ers, and except in tlie 
extreme case of the <lissolution of the eom]»any, a shareliolder 
has no right to demand back any part of the original capital. 
The Share is nothing but the right to a jn oportionate share of 
the future jn-oflts. 

Hence, we see tliat the shares in a comiuany are purely in- 
corporeal property: and that tlie money J^aid in and the shares, 
art? two separate and distinct jn'operti^’S. Tlie ca|>iial is corporeal, 
the shares are incor];oreal, and therefore N(*gative. 

A sixth species of Incorportxil Projicrty is a Patknt, which 
Viears the same relation to a mechanical inveiUion that copyright 
does to a Avork of literature and ai t. The machines actually 
made are the produce of past lalxmr, the Patent is the exclusive 
right to receive tlio protit.s to be earned by constructing and 
selling mMchiiies iu the future. 

There are several other species of Incorporeal Property, such 
as TrrHKS, which were the right to receive a cortaiu portion of 
the produce of the earth, an estate in land, now commuted into 
a rent charge; Gkocnd rknts, the right of receiving a sum 
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of money for the occupation of a certain space of ground ; 
Tolls, Ferkitss, the right of demanding a p.ayment for using 
them. These are all Rights to future products, and therefore 
Regaiive. 

We now come to a species of Incorporeal Property of the 
greatest importance. It has already been seen that the total 
property in land consists of two distinct parts, the property in 
the i>ast produce, together Avith the property in the future 
produce. 

JiJow, a man exercising any profitable profession or business, 
is an Econoinic (iuaritit.y which bears in many res}>ects a strong 
analogy to lan<l. He iiiay have accnninlated a quantity of money 
the fruits of his [‘ast industry, but over and above his aecuniu- 
lated money he jiossosses Ins abilities, his character, &c., or his 
ca))acity to earn profits for the future. And of course he has a 
Property in tlie expocteil future prmbicts of liis industry. 
Thus, tlie value of a inrtn as an Economic Quantity consists in 
the l^rojierty in tlie products of his past industry, toffether 
tciih the Property in tlio products of his future industry, wliich, 
of course, are inverse and opposite to each other. And, as in 
the previous cases, if wc choOsc for the sake of (convenience to 
d('sigiiate the one, money, as Positive, we may for the sake of 
distinction designate the other as Negath’^e. 

And lh€u*e are two ways in winch he may trade. Tie may buy 
goods by (exchanging some of his property in money or th(i 
Iruits of his jiast indnstry, or he may pur(‘hasc goods, by giving 
the Hight or Projicrty to ilemand money at a future time, to be 
made by his future industry. This Property or Right to 
dermuui money at a future time is a s[)ecies of lueoi'poreal 
Property cuUc-mI Cukdit or Deut. 

Now, as i’ar as we have? gone we Ijiive found the adaptation of 
the simple N(\gatjve Sign sufficient to explain the classification 
of Property. No one who has studied the Tlieory of the 
Negative Sign, as dcvelo])ed in comparatively recent years, can 
Ml to see that the designation of Property in the future by 
the Negative >Sign, for the purpo.se of contra-distinguishing 
it from Property in the past, is perfectly analogous to its use in 
Physical and Mathematical Science. A man’s * property in 
tlic future earnings of his industry is as clearly a part of his 
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propei‘ty as his right to reap the future produce of his land. 
And he may sell and transfer the one as well as the other. J>ut 
when a man comes to trade with this property, consideralions 
of a more complex nature arise, and we must destjiibe t\iQ. facts 
in order to see how they arc to be classified. 

Wlfen a man pui-chases goods with liis credit, or his proiniso 
to pay, the goods l>econie his absolute property, just as if he had 
bought them with money. But exactly at the same ii\stant 
that these goods l)ecome the property of the trader there is 
created in the person of the seller the I^roperty or the K.n;iir 
TO Demand payment for them at a fixed tijne, and also at 
the very same instant there is created in the person of the 
buyer the Duty to Pay for them at the fixed time. 

By this operation a N^cxiis or Contract is created between 
these two persons. And this Contract contains within itself 
two distinct things, the Right to Dkmaxd and the Duty to 
Pay, and these two are manifestly inverse or opposite to 
eatdi other, so that if the Jiujht to Demand be Positive, the 
iJuty to l^ay is Negative. A Duty may manifestly be called a 
Negative Right, Just as a retardiny force may be called a 
negative accdtratlng lorce. And liere at last we have found 
wiiat it is that jMathematicians mean by calling a ■I)el)t a 
Negative Quantity, whieli we sliall have to investigate at much 
greater length in a future chaj)ter. A contract, therefore, 
comprehends two opposite quantities, the Ivlght to Demand 
and the Doty to Pay^ and as these are created simultaneously, 
and cannot exist se])arately, and can only be extinguished 
simultaneously, they bear an analogy to JVIar Forces. 

The RiGfiT residing in tlie person of the creditor is always 
termed the Cijkdit, 

The Duty residing in the person of the debtor is always 
called an Objagatiox, 

The word Debt is applied both to the Right to Demand and 
the Duty to I’ay, thougJi it would certainly appear to be better 
to restrict it to the Duty to Pay. 

When this contract is ^nitten on paper it is called indifferently 
an Obligation, a Credit, or a Debt. 

Now the Duty to Pay must evidently always remain fixed in 
the person of the Debtor. But the Right to Demand, or the 
Credit, is the absolute property of the Creditor, and he may 
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Hell or transfer it, like any other property whatever, and when- 
ever it is so transferrcMi, a Nexus or Contract takes place 
between the transferee of the llight or the Credit, and the 
original debtor, and it can only be extinguished by the revesting 
of tile Right, or the Credit, in the person of the debtor whence 
it originally emanated. • 

TJio preceding reni.arks will be sufficient to give an outline of 
the Tiature of this property whicli in modern times has been 
develojXHl into a colossal magnitude. The creation, circulation, 
and extinction of these credits is the most gigantic branch of 
modern connnerce, and is fully examiiied in a future chapter. 

The last .s])(Hncs of Incorporeal Pro|>erly is also of great 
m.agiiitnde in this country, and is of the same nature as the last. 
Not only may each individual purchase with the right to 
denmiid money, but the nation itself in its corporate capacity 
may buy money by giving in excliange for it a Right to demand 
future payinenls. These Rights are called the Funds, Stocks, 
or Public l)el)ts, or Public Crtulit. Wo shall also have to 
examine the .system of Public Debts licrealYo]*, 


On the Definition of Value. 

liK Economic Quantities are, as wo have seen, of three dis- 
tinct species, each (.»f which may at any time be exchanged for 
any of the others, giving rise to six difrerent species of ex- 
changes, 

Kow if at any time any Economic Quantity A can bo 
exchanged for any other Economic Quantity R, then the quantity 
A is termofl the Value of the quantity B; and B i.s likeAviso 
termed the Value of A. Now a.s each of the three species of 
Economic Qiiantitie.s may lie exchanged for either of the others, 
any quantity may liavo value in terms of the others. Suppose 
that at any time 1 oz. of gold will exchange for 15 oz. of silver, 
then it is said that 1 oz. of gold is of the value of 15 oz. 
ol silver, which is slmj)ly the following equation : — 

1 oz go]d«=i5 oz. silver. 

Hence value nvav be said to be the sign of equality between 
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any two Economic Quantities, as Aristotle said, Ificomac. 
Ethics^ iv., c. 3 : — 

'M (T aUa Xkyerai Trpdg ra hroQ uyaOa. 

JVbw the term Value is used in refereiice to External 
Goods.” 

So Digest, 36 , 1 , 1 , 16 .— Tics tanti valet quanti vendi potest. 

The Value of a thmg is lohat it can he sold for.^^ 

We have then this deiinition: — 

The Vcthte of Wii/ Economic Quantity is any other 
Economic Quantity for vdiieh it can he exchanged. 

Hence any Ecouoniic Quantity has as many values as 
(juan titles it can be c.x:chaiiged for; and of course, if it can be 
exclianged for notliing, it has no value. Tliis shews that there 
is uo siK!li thing as absolute value, or universal value, because 
there is nothing, probably, whicli can be exchanged universally 
throughout the world. 

Now, witliout anticipating the General Theory of Value, which 
we shall have to investigate fully in the next eliapter, we may 
observe that since a tiling wliicli cannot be exchanged has 
ao value, it is not the person who offers a thing for sale who 
confers value on it, but the [lerson avIio buys it. Hence, if a 
person wislies ever so much to exchange away liis product, if no 
one will give him anything for it, it has no value; if an 
exchange takes place it can only do so from tlie recijirocal 
desire of tAVo persons for some product or ])ro])erty of the other. 
Hence it is clear that Value necessarily rerjuires the con- 
cia're?ice of two minds. 

Value, therefore, by the very dennition, like distance, or an 
equation, requires two objects. We cannot speak of absolute, 
or intrinsic distance, or equality. An isolated object cannot have 
distance, or equality. If avc are told that an object is distant, 
or equal, — we immediately ask — Distant from Avhat ? or Equal 
to what? So it is equally clear that a single object cannot have 
value. If A^'e hear of an object having value we must ahvays 
inquire Value in what ? Ami it is clear that as it is absurd to 
speak of a siugle object having absolute, or intriusic^ distance, or 
being an absolute or intrinsic equality, so it is ecpially absurd 
to speak of absolute, or intrinsic value. x\ud as no single body 
can be a standard of distance, or equality, so no single object 
can possibly be a standard of value. 
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On the Definition of Money, Cukrenoy, Credit, Cir- 
culating Medium, Circulation. 

20. There is one species of Economic Quantity of such 
great iniportancc that wo must devote some special attention to 
it — and that is Money and Credit. , 

In the primitive ages of the world w'^c have abundant evidence 
that tJiere was no such thing as money. Wlieii persons traded 
they exchanged the products directly wdtli one another. Thus 
ive have, Iliad, vii., 4d8 : — 

N t€h: Ai'iiiroio TrapifTracray nivov (iyovaai 

'ik ^ ^ * 

’ ErOcy nf) oivtXovTo tcttpi] kopfiwrrfr ’A^ruo/, 

’■ .AWwt /if.r ^«Aa*67, aWoi c(ti()u)yi fTut'ip^f 
'AWoi ct pii'oicj^ aWoi c (wnjfrt /Jot'frirey 
''j\\\oi c uyipaTrocefTfre 
From Lemnos’ isle a numerous tleet had come 
Freighted with wiiu; * * 

* * * All tlie other Greeks 

ilasteiicd to purchase, some with brass, and some 
AVith gk‘uining irt.)u; some with hides 
Cattle or slaves. 

The inconveniences of tliis method of trading are palpable. 
What haggling and bargaining it would reipiire to determine 
how much leather should be given fur Iioav mncli wine; how 
many oxen for Iioav many slaves ! Some ingenious person would 
then discover that it would greatly facilitate trafllc, if the things 
to be exchanged could be referred to some common measure of 
value. There are several passage.s in the IlimJ and Odyssey 
which shoAv tliat, evaai while trutlic ]jad not advanced beyond 
barter, such a standard of reference Avas used. We find that 
various things were frequently estimatevl as being worth so 
many oxen. Thus, in II. IL, 448, Minerva’s shield, the /Egis 
had 100 tassels each of the value of 100 oxen. In II. VI., 234, 
Homer laughs at the folly of Glaucus, who exchanged his 
golden armour, Avorth 100 oxen, for the bronze armour of 
Diomede, av orth nine oxen. In II. XXIir., 703, Achilles offers 
as a ]>rize to the conqueror in the funeral games in lionour of 
PatrocluvS, a large tiipod, which the Gj-coks valued among 
tliemselves at Iw^clve oxen ; and to the loser a female slave, 
which they valued at four oxen. And in the same book, 885 > 



§ 30:j DEFINITION OF MONEY. 187 

Aehilks stakes a spear and a caldron worth an ox. But it 
iiLust he observed that these oxen did not pass froni. hand to 
hand like money. The state of barter still eontinued, as it is 
quite common at the present day, when the precious metals are 
used as money, to exchange, goods according to their value in 
money; Such a state of things in no way implied money or 
currency, or circulating medium. 

The neccvssity for money arose from a somewhat diftcrent 
cause. So long as the tilings exchanged were equal in value, 
tlicre would be no need for money. If it happened that 
whenever one man required the sorvic'o.s of another, that other 
at the same time required an e<juivalent amount of service to be 
rendered in return, such transactions could take place with gi*eat 
facility, and the amount of services on eatjh side being equal, 
there would be an end of the business. But it would often 
bappen that when one man required the services of his neighbour, 
tluit neighliour would not re(piirc an equal amount of service at 
the same time, or even perliaps any at all. If, then, such a 
transaction took place between thorn, with such an unequal 
result, there would romaiu due a certain amount of difference, 
or amount of service <lue from the first to the second, and this 
would constitute a Dkut — that is to say, a Bight, or Property, 
would be created in the person of the creditor to demand 
something at some future time from the debtor, and at the same 
time a Duty would be created in the person of the debtor, to 
pay that somel hing. 

The second would require, lio wever, at some future time to 
have the balance of service due to liirn performed, and the debt 
discharged. Moreover, for his own security he would like to 
have some evidence, or memorial, to prove the debt, and ac- 
cordingly be might re([uire the debtor to give him some sign or 
token of the fact. A statement in writing acknowledging the 
debt, and promising to render the service duo Avhenever called 
upon to do so, would be a natural form of such evidence. 

We may now suppose that the second person has dealings 
with a third, and requires his services, but that the third lias no 
immediate use for th(3 services of the second, but, requires tliose 
of the first. Now if the parties were so circumstanced, what 
would be more natural than for the second to transfer to the 
third the ilebt due to him from the first? A similar operation 
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might be repeated an indefinite number of times, and so this 
wiitten obligation, or this evidence of a debt, enabling tlie pos- 
sessor of it to dcnuuid some service to be rendered by the 
debtor, would pass from hand to hand, or be current ; and from 
this use of it the thing itself has, by a confusion of ideas, come 
in recent times to be called a Citbrkjstiiy* * 

This Currency is nothing more than the evidence of service 
having been rendered for which an equivalent lias not been 
received, but wbicli may be demanded immediately or at some 
fixed time. It is ol)vious that, ns soon as it has been rendered, 
the evidence of its being due must be given uj) to the debtor to 
be destroyed, as he has now discliarged his duty, and as tlie 
right and the duty wore created .simultaiieously, so they are 
extinguished simultaneously: and so tliis evidence will be no 
longer current. And if any man renders services to his neigh- 
bours be must in return receive cither oilier services, or the 
evi(l(‘Tice of their being due: and if he renders more services 
than he immediately requires in return, he will accumulate a 
store of Ibis evidence for his future wants. 

These simple considerations at once sliow the fundamental 
nature of a Currency. It is quite clear that its primary use is 
to measure and record debtSj mid to facilitate their transfer 
from one person to another; ami whatever moans be adopted for 
this purpose, whether it be gold, silver, paper, or anything 
else, is a currency. 'We may therefore lay down as our Funda- 
mental Conception that Currency and Transferahh Debt are 
convertible terms ; wdiatever represents transferable debt of any 
sort is Currency ; and whatever material the Currency may 
consist of, it i-e[)re.sents TramfercMc Debt^ and nothing else. 

The preceding considerations sliew us that the idea of ‘‘ Cur- 
rency” is quite independent of that of “Money” which gives 
rise to new ideas, which we shall investigate very soon. It is 
q\iite possible to have a Currency, even though its most useful 
and general form Money, liad never been thought of. If transac- 
tions take place betwceri individuals, it is scarcely possible to 
imagine that there should not be debts, or balances of services 
arising from uue<iual exchanges between them, and this is the 
basis of a Currency. But it does not necessarily follow that 
there must be money. If the way of conducting commerce by 
means of money liad never been invented, a grocer and a wine 
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merchant might trade with each other. If they agreed that a 
bottle of wine and a pound of tea should be considered as 
equivalents, the grocer miglit wantso many bottles of wine, and 
if the wine merchant did not want so many pounds of tea, lie 
might let the grocer have the wine, on his giving his promise, or 
pledge, to pay the tea when demanded. And tliis promise or 
pledge might pass throngh a hundred hands before the owner of 
it demanded the tea. It would perform exactly the same func- 
tion as money in circulating goods. 

Now this form of CurreiKiy is hy no means so imaginary as 
might be supposed. It is said * that in the Ionian Islands it is 
customary in the oil trade for groovers to grant oil bills, or notes, 
promising to deliver at a fixed term a s1,ate<l quantity of oil at 
a certain price. So during the late civil war in America gold 
and silver specie disappeared from circulation, and private tickets 
of all sorts took its place. Instead of money, people had their 
pockets lilled with bread tickets, milk tickets, and railroad 
tickc?ts. If a man went to have his hair cut, and tendered a 
dollar, he could not get cliangc, but he received so many tickets 
promising to cut. his hair so many times. In one case we 
noticed in an American paper, payment was made in tickets 
promising to pay strawberries when the season came on. Thus 
the true nature of a Currency is revealed when gold and silver 
money disappear. 

The very same thing is very commonly exemplified in this 
country. When tlie I'ost Office sells postage stamps for money, 
it promises to render a service in exchange for the money. 
These postage stamps arc very commonly used as small change. 
AlrnOvSt every one has occasion to send letters by tlie post, 
and therefore they are willing to receive them in excliange for 
small amounts of goods. Postage stamps are therefore a form 
of currency. 

That this is the true iiatiire of a currency is clear, but this 
was not the earliest form that it assumed. All nations, from a 
veiy early period, liave felt the necessity of having something 
to represent and measure the debt that would arise from an 
unequal exchange; and they have invariably fixed on some 
material substance for this purpose. 

• JUneudopo'dia Bntannica, Art, Ionian hhwds^ v(tl, xii.^ p. -HC. 
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Different nations have nse<l <liffereiit substances for this 
purpose. The Hebrews we know used silver ; altliougli no 
money was used at the 2>eriod of the Honieric poems, copp<?r 
skewers were sometimes afterwards employed as money in 
Greece, 'v\liieli wore superseded by tlie silver coinage of I^hcidon. 
The Etliiopiaiis used carved pebbles, and tlio Carthaginians 
l(3ather discs, with some mysterious substance sewed up in 
them. Throughout the islands of the Eastern Ocean, and many 
parts of Africa and India, shells are still used. In Thibet, and 
ill some j)arts of China, little blocks of compressed tea serve as 
money. Salt is used in Abyssinia ; and in the oasis of Africa a 
certain measure of dates, called a hati(t, serves as a currency. 
In the last century dried cod iv.as used in Newfoundland; 
sugar in the West Indies; and tobacco in Virginia served as 
monej . Adam Smith says (hat in his day a village in Scotland 
used nails. In some of the American (*oloin(‘S jiowder ami 
shot ; in Cnnipeachy logwood ; and among the Indians of the 
North Ariioriean continent belts of wampum sci'ved tlie purjiose 
of a currency. It is said that in tlm ])roprietors in 

Virginia were reduced to such necessity as to use dried squirrel 
skins as currency. And no doubt many other things have been 
used by otlior nations. 

But when we consider the juirposes for which money is 
intended, it is easily seen that no substance jmssesses so many 
advantages as metal. The use of money being to preserve* tlie 
record of services being due to the owner of it for any future 
time, it is clear that it should not l»e liable to alter by time. A 
money of dried cod would not be likely to kee{> very long, nor 
would it be easily divisible. One of the first rerjulsites of 
money is that it slionid bo divisible into very snudl fragments, 
so that its owner should be able to get any amount of services 
at any time ho pleases. Taking these recjuisites into con- 
sideration, it is manifest that there is no sub>stance which 
combines these qualifications so Avell as metal. It is uniform iii 
its texture, and it can be divided into any nund>er of fragments, 
each of which shall lie equal iu value to another fragment of 
equal weight; and if required, these fragments can always be 
reunited and form a whole again of the aggregate value of all 
its parts. By tlds nieans, if we can establish a relation 
between the quantity of the metal and the amount of the debt, 
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then whatever that relation be, or whatever quantity of metal be 
taken to represent any amount of debt, then any fragment of such 
metal will always represent a proportionate amount of the debt. 

That this is the true nature of money has been seen by many 
W’riters, thus Aristotle says, JSricomac. Ethica^ B. v. c. 5. 

’Y^rty} et jUf.Xkovfn^c aWayrje {ti rvv /jLr^vtv iF-irai, on etrraif iav 
TO vofiifTfxa oToi^' ’EllTlITHS ianv del yiip tovto (jiepovTi 

elvai Xuftelv, 

llfH with regard to a f uture exchange {if we want nothing 
at present ^ that it may Uike place whemwe do want scmi(4h big) 
7noncy iff as it were our »SKC(;rnTy. For it is necessary that 
he who brings it should be able to get what he wants.'''* 

So an old pam])h]oteor in 1^10 saw tlie same truth. Ho 
says‘ — Trade found itself nnsulTerably straightened and 
per|>loxed for want of a general specie of a. comf>lete intrinsic 
wortli as the medium to supply the defect of exchanging^ and 
to make good the balance, u here a nation, or a market, or 
a merchant demanded of another a greater quantity of ^oods 
than either the buyer had goods to an.swer, or the seller had 
occasion to take back.” 

So Bandeau, tlK> Economist, whom we have already quoted 
says® — ** This coined money in circulation is nothing, as I have 
said elsewhere, but eftectivc titles on tlic general mass of useful 
and agiH'cablo enjoyments whicli cause the well-being and 
propagation of the human race. 

“ It is a kind of a Bill of Exchange, or Order, payable at the 
will of tlie bearer. 

“ Instead of taking bis share in kind of all matters of 
subsistence, and all raw produce ;innually growing, the sovereign 
demands it in money, the eftective title, the Order, the Bill 
of Exchange.” 

So Smith says* — A guinea may be considered as a bill for a 
certain quantity of necessaries and conveniences upon all the 
tradesmen in the neighbourhood.” 

So Mr. Henry Thornton says^ — Money of every kind is an 
order for goods. It is so considered by the labourer when be 
receives it, and is almost instantly turned into money's worth, 
' An Ksmy im PtiUic Cmb't, p. 25. 

* [i}h'odyctio7i <i la Phihsopkie Econoviiqve. 3 Wealth of Nations^ P, IL, c. 2. 

* Ap. Inqnint tuto the Aiature and of the Paper Credit of Great 
Biiiaipy p. 260. 
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It is merely the instrument by which the purchasable stock 
of the country is distributed with convenience and advantage 
among the several members of the coniinmiity.” 

Tliis great fundanienlal truth was also very clearly seen 
by Basliat. lie says' — **This is now the time to analyse the 
true function of money, leaving out of consideration the yniners 
and importation. 

“ You have a crown piece* Wliat does it mean in yonr 
hands ? It iS; as it were, the witness and the proof, that you 
have at some time K^om some w'ork, which instead of })rt>fiting 
by, you Iiave allowed society to enjoy, in the jjerson of your 
client. This crown ])ieco witnesses that you have rendered a 
service to society, and moreover it states tlje value of it. It 
’witnesses besides, that you have not received back from society 
a real equivalent service, as was yonr right. To put it in your 
power to e.Kcrcise this right when and how you please, society 
by the hands of yonr client, has given you an Aclcnov'leihjmcnl^ 
a Tltte^ an Order of the Sfate^tx ToJeeny a Crown jyt ecey in short, 
which does not diiler from titles of credit, except that it carries 
its value in itself (?), arid if you can read with the eye of the 
mind, the inscviplioii it bears, you can distinctly see tlu^se words 
* Pay to the hearer a service equimlent to that nddeh he has 
rendered to societr/y value received and statedy proved, and 
measured hy that udiich is on 

“After that you cede yonr crown piece to me, ISithor it 
is a present, or it is in exchange for something else. If you 
give it to mo as the price of a .service, see wliat follows : your 
account as regards the real s.atisfaction with society is satisfied, 
balanced, closed. You rendered it a service in exchange for a 
crown j)iece, you now restore it the crown piece in exchange for 
a service : so fiir as regards you the account is scjttled. But I 
am noAv just in the po.sition you were before. It is I now' who 
have done a service to society in your ])erson. It is I who 
liavc become its creditor for the value of the work wdiich I 
have done for j^ou, and which I could devote to myself. It is 
into my hands therefore that this title of credit should p.ass, the 
witness and the proof of this social debt. You cannot say that 
I am richer, becamse if I have tx) receive something, it is 
because I liave given something.” 

' Qiurru, Vol. Maudit Arf;ent,:^, 80. 
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So again he says It is enough for a man to have rendered 
services, and so to have the right to draw upon society, bylhe 
nxeaiiK of exchange, I'or equivalent services. That which I call 
the means of exchange is money, bills of exchange, bank notes, 
and also bankers. Whoever has rendered a service, and has 
not received an equal satisfaction is the bearer of a warrant 
either possessed of value, like money, or of cre<lit, like bank 
notes, wliioh gives him the right to draw from society, when he 
likes, where lie likes, and under what form he will, an equivalent 
service.” 

So again ho says * — I take the case of a private student. 
What is he doing at Paris? How does ho live there? It can- 
not be denied that Society places at Iris disposal food, clotliirig, 
lo'lging, amusements, books, means of instruction, a multitude 
of things in short, of which the prod notion would deniaud a 
long time to be exjikiined, and still more to bo eirected. And 
in return for all these things which luive required so ^nudi 
labour, toil, fatigue, |)hysical aii<l inleUectual elfmls, so many 
transports, inventions, commercial oi>erations, what services has 
this student rendered to sottiety ? None : be is only pre[)aring 
to render some. Wiry tiion have Ibese millions of men who have 
performed actual services, eflectual and [>rodiictive, abandoned 
to him their fruits? This is the explanation: — The filth er of 
this student- Avho was an advocate, a pli ysician, or a mercliant 
had Ibrmerly rendered services — it may be to the people of 
China — iind had received not direct services, but Riouts to 
demand services, at the time, in tlie and uniler tlie form 

which might suit him tlie best. It is for these distant and 
anterior services that society is paying to-day; and, wonderful 
it is ! if we follow in thought the infinite course of operations 
which must have taken place to attain this result, we sliall see 
that every one has been remunerated for his pains: and that 
these Rights have passed from hand to hand, sometimea in 
small portions, sometimes combined, until in the consumption 
of tills student the whole has been balanced. Is not ibis a 
Strange plKHiomenou ? 

'‘We should shut our eyes to the light if wo refused to 
acknowledge that society cannot prcxsent such complicated 

1 ITormohies Econ<mvpics. Capital^ p. 200. 

* Ilarmonies Econom^ues, Orgnimatim NatureUe^p. 2o. 
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transactions in which the civil and penal laws have ^ little 
part withoxit obeying a wonderfully ingenious mechanism. 
This mechanism is the object of Political Economy. 

Anotlier thing worthy of remark is that in thi§ incalculable 
mimber of operations, which have combined to allow^ tlm 
student to live for a day, there is not, perhaps, the imllionth 
part which have done so directly. The nuiiibei’loss things 
which he enjoys to-day are the work of men who long ago 
disappeared from the earth. And yet tliey w'ere remunerated 
as they expected to bo, although he who now profits by their 
labour has done nothing for them. He did not know them- 
he never will know' them. Ifo who reads this page, at the very 
moment lie is I'cading it has the ])ow'er, although perhaps he 
docs not know it, to put in motion men of every country, and, I 
liad almost said, of every time—whito, black, red, and yellow. 
He makes generations alroa<ly extinct conti4l>ute to his satisfac- 
tion, as Avell as generations yet unhorn ; and ho owes this extra- 
ordinary powMir to the services his fatlier liad formerly rendered 
to other men, who, to all appearance, have nothing in common 
w^ith those whoso labour is now madt^ use of to-day. Neverthe- 
less, such a balance has been struck in time and s}>ace that each 
one has been paid, and received wduit he ealcnlates he ought to 
receive.” 

It will he seen that tlicsc ideas of the nature of money are 
absolutely identical witli tlie fiiiidamontal conception given by 
us. Now, let us ask, Why do ]M:*oj)le take a piece of money in 
exchange fi*r services or products V They can neither eat it, 
nor drink it, jior clothe themselves wdtli it. They can make no 
direct use of it. The only use they can make of it is to 
exchange it away again tor something else they want. And the 
only reason wdiy they take it is that tliey believe, or have 
confidence, that they can do so wdienever they please. It is, 
therefore, what is called CuTiPiT. As Edmund Burke says 
of gold and silverS “Tlie tw^o great recognized species that 
represent the lasting conventional CaKnir of mankind.” 

Hence w^e obtain the fundamental definition or conception 
Creit: — 

CnKoiT in cmythhifj i 0 /iieh is of no direct uae^hiit 

■ ihj'MIonfi on the lierohtfmi hi Frrtnce. 
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taken in t:x^hangefoT something else, m the belief or eonfideyice 
that we have the right to exchange it away again, 

•Credit is, tlierefore, the Right or Property of demanding 
something ejse Avhen we require it. It is the right to a future 
payment : and we Tiiust observe that Credit is not the transfer 
of something else, but it is tJie Nome of a certain species of 
Property or Right. 

Thus Ortolan says*: — “With resptjct to the lii’st point of 
view, the personal Right is called by us Criance ^ by the 
Romans, Nomeny and less usually Creditnmy 

A metallic currency i)Osses8es a great advantage over the one 
we described at first wliich derived its current value from the 
belief and confidence of the persons avIio ret^eived it, that the 
debtor could perforin his promise. That confidence would 
naturally exist only among his own neighbours, and at most 
among a comparati«rely snuill number of persons wljo had full 
opportunity of knowing the circumstances of the individual, and 
if the persons who took it had dealings W'itVi strangers or 
foreigners, who had no knowdedge of the debtor, they w^ould not 
I’eceive such an obligation. The service denoted by such an 
obligation could only be demanded from the imlividual who 
gave it, and people in general would not be wdlling to give their 
services, when they could demand services in return from only 
one person. That person, too, might die, or become insolvent, 
which, of course, would destroy the value of his obligations. 
A metallic currency is free from these objection.s. Its utility 
was so evident to all persons wlio had commercial dealings, 
that they universally agreed to receive it in return fur services, 
So that W'hcn a ])erson receives an obligation exj)re.ssed in 
metalliG currency, he is able to command tlie services, not only 
q£ tlie original debtor, but also those of the wdiole iudusii-ial 
community. * 

There is clearly, then, no difference in principle betw^een a 
metallic afid a paper currency. A metallic currency is subjeiit to 
its own peculiar disadvantage*^, because, by its constant w^ear 
and tear as it passes from hand to hand, it suffers considerably 
by abrasion, not to mention any bad practices that may be 
ireaorted to to lessen its weight, and as we have seen that the 
quantity or weight of the metal represents the amount of service 

* Ce/imihatton fhi droit yoouim. Part Tf., fit, 1. 

■ o 2' 
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the owner can comm and, as the metal decreases in weight, so 
does the ainount of service it represents gradually and corres- 
pondingly diininisli. Paper is not subject to this loss of materkil, 
so tliaUf it were possible to have a paper currency based upon 
the same credit, and whicli should be as generally received as a 
metallic one, it would be a preferable form. 

The ])a[)er enrrency we have described would in its simplest 
form liave the particular service or product, it was intended to 
command stated on the face of* it, as we have seen was done in 
the American War, Tliis, however, would manifestly limit its 
utility, so by nniversnl consent it is almost invariably the custom 
to make the pa])er currency of a tunintjy represent a certain 
portion of llie metallic cairreney, which is the generally receiv ed 
p(j wer of command ing all services and products. 1 ’aper currency, 
tlierofore, in modern ])racticej instead of promising that the 
debtor will render any amount of parliciJar service, almost 
always expresses that he will give a certain amount: of metallic 
currency, either on demand or at some fixed time. 

TIk; preceding considerations .«ngg(‘St to ns a princijde which 
will b<3 found to be of fundamental importance in Economics, 
and it wdll bo seen that it is essentially retjuisite to bear it in 
mind, in all questions relating to mom^y. It is this — W iiicrk 
T iiicRE IS Deut, riiKKK cAx liic 'SO (’liUUENOv. The debt 
represented the precise inapudlty of the exchange, and wdion 
there is no exidiange, tlie debt must c(|ual in value the service 
rendered. Ilencc, it is perfectly clear, that the use of currency 
is to supply the defect of the exchange, or rather, in most cases, 
to do away with the necessity tor an exchange or barter. 

It is hardly necessary to say that tliis is not the conception of 
the nature; of money most usual among writers on Economics. 
The idea most pianninently dw elt upon by most writers both on 
the Continerit*and in Englatal is that money is the ‘‘instrument 
of excliange,” or is the ‘‘ nm;dium of exchange.” The principal 
writers on Economics consider money as an intermediate mer^ 
chandize used for the purpose of effecting indirect exchanges. 
This w'as the conceplion established by the Physiocratea, and 
generally adopted by Economists since tliera. J. B. Say calls a 
transaction ellected by money a demi-estchange. So M. Joseph 
Gamier' says that direct barter ceases as soon as nations emerge 

' EltatmU (It Vi'Conomie edit, p. 14 . 
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from the infancy of civilization. In civilized countries such 
cases are rare, and often impossible. Thiis a bookseller who 
has nothing but books, can but rarely pay his baker, or his shoe- 
maker with books. A certain peculiar species of merchandize 
has, therefore, been devised called money, which the buyers of 
bookff give to the bookseller, and which bo can give again to 
these who sell to him. Thus, he says, barter is complicated by 
an intennediate e.v change. 'I'his money, men have agreed to 
make of sih^er, and of gold; and in civilized countries, the 
shoemaker, exchanges his shoes for tl.K‘ir equivalent in money, 
for the purpose of again exchanging this money for a hat, it 
may be. Tlie operations of the liatter are similar, and tliey 
may be represented thus : — 

The shoemaker 

first exchanges liis sho€i$ for money, then exchanges the 
money for a hat^ wliich is equivalent to exchanging 
the iihoe^ for a luiL 
Tlie hatter 

first exchanges a hat for money ^ then the money for shoes^ 
which reduces the operation to an exchange 
of a hat for shoes. 

Such is the view of the matter hithento generally adopted, 
and it may perha[)S seem somewhat caiUious to reject a concep- 
tion sanctioned by so great a concurnince of authority. More- 
over, allowing dial either conception is corre(;t, it. may seem to 
many indifierent which ought to be ad<»]>te<l. Wo think, Iiow- 
ever, that a (airoful considtuation of tlie two pro|>osed concop- 
tioiis will shew that the one Ave have a<lopted is ninnifestly the 
more rigidly accurate of the two. But t)»e true reason why we 
give the preference to it over a coiicej>tion so long established, 
is one which has prevailed in many other sciences, and has con- 
cbisively shewn whicli is the true iimda.mmtal conception of the 
science. It i.s this. — tliat although the simple plienomena of 
monetary science may be explained equally well by adopting 
either conception, yet, wdien w^e come to the higher and more 
complicated phcuomoiia, they are wholly inoxitJicable if we 
adopt the conception •of money as being an intermediate mer- 
chandize, as the fundamental and primary one. If there never 
had been any but a metalUo currency, the old conception would 
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have sufficient, and it is capable of explaining all phenomena in 
which metallic currency only is concernodv But in modern 
times an engine of nineh more complicated natui’fe has been 
devised, namely, Credit or JPaper Currency. Now our reason 
for reiectiug the common conception of money as the primary 
and fundamental one, is that it is wholly incapable of solving 
the more intricate and important problems in paper currency. 
But by adoptii^g tlie conceptioji of money we have proposed as 
the primary and fundamental one, the whole theory of Credit 
and Paper Currency caii be constructed, and all their phenomena 
be explained. A very good proof of the correctness of these 
remarks is, that no wriu r who has adopted the older conception 
has ever attempted to solve the more intiieab! problems in 
the tlieory of paper ciuTcncy, or even seems to be aware of their 
existence. The most stiipeiidous calamities have been brought 
about by founding a paper currency in contradiction to our fun- 
damental conception, as will be shewn in a futuj‘e chapter. 

The force of this reasoning will be apparent to any one who 
considers several analogous cases in other sciences. Thus the 
definition of an angle given by Euclid serves well enough for the 
piir[>oses of geometry, but is cpiite inadequate for those of 
trigonometry. Consequently the conception of an angle in 
trigonometry is quite different from the one hitherto adopted 
in geometry. The fundamental conception of the central posi- 
tion of the earth was capalde of explaining many of tlie sim])ler 
jdienomena of astronomy, but being inadequate to explain the 
more conipli(?ated ones, it was rejected in favor of helicK'.eiitric 
on<?. So the corpuscular theory of liglit was sii])erseded by the 
nndulatory theory for the very same reason. Exactly the same 
course of reasoning leads us to prefer the fundameiital concep- 
tion of money as Ixjing tlie Ilepremdatim of Debt to that 
of its being th* Medium of Exchange, 

And wo have shewn that many writers have observed' thi3 
already, but they liave not appreciated the full value of the 
conception. They have not sufficiently seen that Money aiid 
Credit are boiriogeneous quantities, and that Money is only thci' 
highest and most general form of Credit. A Right to demand 
something from an individual has only particular 
as the individual may not be able to render that somethiug^ itc 
Vidue is precarious, but as money is exchaugoaldc amc^g 
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persons, at all times, and in all places of the same country, its 
value is perma,nent and general. 

Of CuKRKNCT or Circulating Mjsdium. 

21. Having thus examined the function of Money and Credit, 
and shown that the hitter is a species of exchangeable property, 
of the same nature as, but inferior in degree to, nioney, we have 
inow to consider the words ‘‘ Currency,” and Circulating Me- 
dium,” which have given rise to protracted controversies in 
comparatively recent times, and we take tlicm together, be- 
cause all writers use theju as absolutely e(|uivalent. 

To call money by the name of currency is one of the most 
extraordinary abuses of language that lias ever occurred. In 
old times men, used to speak of money being current, as it 
passed frotn hand to hand. IIcnc(^ arose the expression the 
carrcncy of money. So late as the case of MiUer \\ liace m 
1750, Lord Mansfield says of money that it cannot bo recovered 
after' it has ^passed in currency^ but before money has passed 
in currency” an notion might be brought for it. He says the 
same of a bank note : an action could not be brought for it 
after it^was paid away in currency, llcnoe the word currency 
was manifestly apjdied to a certain peculiarity of money, — 
namely, its passing from hand to hand. But about the be- 
ginningrof the last century by a most extraordinary confusion 
I of ideas, and, as fur as we have beim able to discover, it arose 
in our iWerican colonies, the money itself was called currency. 
This name occurs but rarely in Smilli, but since his time lias 
become very common. 

To shew the extreme absurdity of this name, we have only to 
consider a few similar cases. Nothing is more common than to 
say that such an opinion, or such a report is current, and we 
speak of tlio currency of such an opinion, or such a report. But 
\yho ever dreamt of calling the opinion, or the report, itself, 
currency ? It is very common to speak of the currency of the 
Session of Parliament— but who ever dreamt of calling the Ses- 
sion itself currency ? ^ 

Now, how can it be more rational m a scientific seiise to 6all 
money outrency, th^ call a report, or an opinion, or the 
Sessioirof Parlia^^ 
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Such as it is, however, this yankeeism is far too firmly fixed 
in common use to he abolished: and hence we must now accept 
it, and shew how it arose, and ascertain what in a scientific sense 
it includes. 

The word “ eurreiit” came to be applied to money, from the 
following peculiarity of English Law. * 

If a person! steals any of my goo<l« such .as books, furniture, a 
horse, &c., and sells them to another person who buys them 
innoceiilly without knowing that tln-y liavo been stolen, the thief 
can transfer no pro|)erty in the goods, unless the sale be made 
in market overt. That is, if I find my goods in any other per- 
son’s possession, I may reclaim them, even .*il though that person 
bought them for a fair price, and dkl not know tliey were stolen, 
unless they were sohl in market overt. But if they were 
bought ill market overt, then tlic buyer may retain llumi against 
the true owner even though they were stolen. 

Rut to this ruh.» of English Law money was always an excep- 
tion. If the lru<^ owner of money wlii(di has been stolen finds 
it in the hands of a thief he may re(‘over it, but if the thief has 
purchased things in a shoj) with it the shoii-keeper who takes it 
honestly in the course of his trade may retain it against the 
original owner, that is, as Lord Mansfield said, money cannot be 
recovered after it has been paid away in currency. 

The true peculiarity of imaiey, then, ivbich ivas denoted l;>y the 
word currency, was that the property in it passer! ])y delivery. 

And when the substitutes and re)>resentatives of money, such 
as Kills of Exchange and Bank Notes, came into us(?, it was 
found necessary for the benefit of commerct*, to ap])ly the same 
doctrine to them, 'flie custom of negotiating Bills of Exchange 
grew up and flourished among merchants lV>r upwards of three 
centiiries, before any laise arising out of them came before a 
Court of Law. In course of time ibe Common Tiaw adopted 
the Lex Jlercatork/, or custom of merchants, and by it Bills of 
Exchange were treated like money, in so far as this, that the 
property in them passed like that of money. Thus, if they 
were stolen, though tlie true owner might recover them if he 
lonnd th||p in the hands ol the thief, yet if the thief had passed 
them away for value to an imiocent holder in the course of 
biihingss, that imuKient holder acquired the property in theirtj^ 
and might retain them against the true owner, and enforce 
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payment from all the parties liable. Tln\^ Bills of Exchange 
were a.ssirnilated to money in this imj)ortant respect, that, even 
though stolen, when they had once been passed away in currency, 
the property in them belonged to the person who hud Innocently 
purchased them. 

Tiio same rule holds good with regard to all commercial 
paper. Ifence the word “currency” is applicabh*. to money, 
and all instiaunentsof credit: and until very recent times, money 
and all forms of credit wiae includ(^d under tlie word currency. 
A difFerenee of opinion, however, on this point has sprung up 
in modern times whicli has had very important legislative 
consequences, which will demand our most s('rious attention 
hereafter. 

The ex|u*es.sion Ch'cvlatmg M^dinra came into use about the 
last decade of tlie last eerilurv, and is a iar more correct ex- 
pression, The circulating medium is manilestly the? medium by 
udiieh the circulation ol* comiiKxlities is eifected, and clearly, by 
the vciy force of the definition, includes money and credit of all 
sorts. The mclairK? eurroncy is termed money, and tlie paper 
currency of all sorts is termed ^i.cuvliy for moru'}/. These 
securities for moTiey, or the paper currency, are divided into 
two general species, first, p?*ojH}sef< to pay mom^y called Pro- 
missory Notes, and sccotkIIv, o/v/ms to pay money^ called Bii.ls 
OF ExtuiANGP.. Each of those general divisions has several 
varieties, wliicli an? treated of in a .su1;>seqnont chapter. 

The |>aper ciUTency rej)reseTils a })l<*dgo for a future 'j>ayment, 
exactly as money dcu^s. Tlu? latter, liowevei*, is always a ]*le<lge 
payable on dcinjiinl. In the case of paper, this phMige is fre- 
quently not payable on d(*inand, but at a tixed period after its 
creation. Now, it is dear tbal, though the period of payment 
is deferred, it camiot alter the fundamental nature of the instru- 
ment. It may affect its value, and its negotiability, or facility of 
transfer, but it cannot alFect its ossenc.?. A pledge to pay in 
three months’ time is clearly of tlie same nature as a pledge to 
pay on demand, nor does it in any way signify wdiethcr it is 
recorded on paper, or exists merely in the abstract i'onn of* a debt. 

The word currency itself is a complex term inyij||iDg two 
. ftiiiiple ide^^ From its first representing a debt, its iunda- 
faeutal was soinething that denoted power of 

demanding services, and secondly, it also passed fron> hand to 
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hanxj itself. Of tliege two ideas it must be especially observed 
that tbe former is the fuiidamental one, but it has received its 
7 iame from the latter. Resolved into these ideas it denotes^ 

1. That which circulates commodities, e., wdiich causes com- 
modities to cii'ciilate, where circulate is an verb. 

2. That which circulates itself, where circulates is a neut^ 
verb. 

From the first of these ideas is derived the term Circulating 
Medium^ and from tlie second Currency. 

The term Circulathuf Mcfliimi does not occur in Adam 
Smitli: nor it used in a pamphlet puhlLslied in 1793 on the 
commercial crisi*s of that year, where it would naturally have 
been employed if it had been in common use. The first instance 
wc have been able to discover of its having found its way into 
print, is in^thc >car 1707, when we find Sir. Fox corn plaining * 
that “circulating rnediihn” Avas a novellerm, whose meaning 
Was not very well settled. 

We have observed above tliat the word circulate,” like many 
other verbs, has both an active and a neuter sense. Smith uses 
it in both senses in different places. Thus he says® “Their 
(gold and silver) use consists in circulating commodities.” So 
also ho says afterwards® — “The great Avheel of circulation is 
altogether different from the goods which are circulated by 
means of it. The revenue of the society consists altogether in 
these goods, and not in the wheel Avhich circulates them.” A 
little further on he speaks of the diflerent sorts of paper money, 
but he says the cir culaiing of banks and bankers are the 

species which is best known. In these two sentences the word 
circulate is used in two different senses. In another place he 
says, “The only use of money is to circulate goods.” In the 
following sentence both senses occur: — “Let us suppose, for 
example, that the vvliole circulating money of some particular 
country, amounted at a particular time to one million sterling, 
that sum being then sufficient for circulating the whole annual 
produce of their land and labor,” And so in this senteneci 
“When we compute the quantity of industry which the 
culaUng :^^it^l of any society can employ, we must always 
have regard to those parts of it only which consist in prbvisidtts^ 

• Bvr/.. TW. 3t*xiU.,|), 342. ■: 'f:: 
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matemls, and finished work ; the other, which consists in money 
and which serves only to circulate those three, must always be 
deducted.’-— ‘‘ What is the proportion which the circulating 
money of any country bears to the whole value of the 
annual produce circulated by means of it, it is perhaps im- 
possible to determine.” Hence, Ave observe that the word to 
circulate ” was used in both senses by Adam Smith, though he 
does not use the expression circulating me<liuin. 

In the pamphlet of though we do not find the words in 
actual conjunction so as to form one ex pression, we yet have the 
idea. Thus, the writer speaking of the enormous trade Great 
Britain says, ” Tlie medium by wliieji. this extensive trade has 
been conducted is pjijier credit; a medium which alone is equal 
to the emergency of so quick aiid so remote an intercourse.” In 
a subsequent sentence he says, ‘‘The enormous but unsuhstantial 
capital by wbicVi the productions of tlie world wore so ex- 
peditiously transferred from region to region sinks in a moment 
to a few hard guineas.” Now, it is quite evident that the 
expression “ circulating medium ” is merely the essence of these 
two sentences. 

But the ordinary meaning of words in scientific language 
leaves no possible doubt us to xvhicli of the two senses of 
“circulate” is the true one in the expression “circulating 
medium.” A medium in scientific language invariably means 
some middle thing, by or through which something else is done. 
Thus, we speak of a medium of communication, being some one, 
or some thing, through whom or through wliicli, something is 
communicated from some one to some one else. So a circulating 
mediuni must mean a medium of circulation, through or by 
means of which something else is circulated. If we are to iii- 
terpret the word circulating as that which circulates itself, we 
may substitute some other words of equivalent meaning in the 
expression, and it comes to this that the circulating medium 
means the “ travelling middle,” which reduces* the expression to 
absolute nonsense. In a philosophical sense, then, it is perfectly 
certain that the expression “circulating medium” does not 
the itinerating medium, or the medium wdiich ixifessarily 
cirpuliites but the raediura that circulates commodities, 
An<i Ibis all doubt the meaning attributed to it, a,t 

: tlie tiiue it pri 
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Tlie amount of the currency, or circulating meclium, in any 
country is the aggregate amount of it belonging to every in- 
dividual. Now whatever represents the ainoiint of debt due to 
any individual, over and above Ins possessions in commodities, 
in whatever form that debt may be recorded, whether metal or 
paper, or whether it exists simply as a debt, is the airtount of 
currency belonging to him. Adopting this d(*finition, we may 
enumerate the diilerent species of currency as follows ; — 

1, Coined money: gold, silver, and copper. 

2. 'TiK* paper currency; /. c., promissory notes and bills of 
exchiflige, with all tlieir vnn<‘ties. 

“ 3. Simple debts of all sorts ; such as credits in bankers’ books, 
called deposits, book debts of traders, and private debts betw-een 
individuals. 

It is obvious that there is no disliuctiou in principle bctw'’een 
the two latter species. TJkw each denote that a transfer of some 
sort lias taken place, and are a title to future payment. As a 
matter of conveniema; some of these are recorded on jncces of 
pa|;)er. It is certainly true that some of these descriptions of 
currency are more eligible and secure tlian others, and perform 
the same duties with different, degrees of advantage. The 
metallic cun-eney rests ujioji the credit of tlie State, that it is of 
the proper weight and fineiu^ss, and the universal readiness of 
peo[*lo to receive it in return for servi(‘es. I'a[>er currency, in 
this <‘ountry at h?a.'=:t, rests entirely upon ]>rivate credit, and is of 
all degrees of security, from a Hank of England note down to 
a ])rivatc I O U, These different species of currency, therefore, 
though tliey jiossess diilerent degrees of circulating power, 
though they may be more or less eligible or secure, represent 
but one fundamental idea — D kbt. From 111 esc considerations it 
follows that the amount of currency, or circulating medium, in 
any country is the sian total of all the ^cbts due to every 
iridlcidifai in it* 

We shall, therefore, use the terms currency,” and ‘^circu- 
lating medium,” in this work, as absolutely identical, and co- 
extensive, tlie latter being founded upon its fundamental concep- 
tion of circulating itscH*. It is true that the fornierls considerably; 
the older t(}rm, an<l is derived from that portion of the circulating 
mediuin, which v;as most frequently thought of. SoinO ppt* 
sons, too, might be a little startled at first, at Seeing such an ; 
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extension given to the word ‘^currency.” But it is merely an 
instance of what has rop(3ate<ny happened in other sciences, that 
names have, been given to substances from some particular quality 
in them, which first attracted attention, and it has bet^h after- 
wards discovered tluit that was not their fundamental idea, and 
the clas!^ has been extended, through the exigences of scieiu'e, to 
include other things Avhich have no trace of the quality, Avhence 
it derives its name. We may mention as iamiliar instances, two 
cases in geology, and (duunistry. In geology the term “ oolite/’ 
was fii'st applied to rocks which resembled the roe of a fish, 
but the. necessities of science cornjiclled geologists to class cer- 
tain other formations which have no resenihlance to roe, under 
the term of oolite, and such classification is miiversally adopted. 
So also “ white chalk may be yellow, green, or bla(^k, and Ls 
actually of these colors in some places, but notwithstanding 
these stfiins upon its character, it is still called “Avhite’’ I)y 
courtesy.^” So the term ‘Srombuslion ” was apjdied to certain 
phenomena in chemistry, on account of heat being developed 
during the process. But a <leeper knowledge in chemistry dis- 
closed that it was merely the process of oxygen coml»ining with 
some otlier siibstaiice, and the (puility of the evolution of heat 
ww accidental, and tliat there are cases of tlic combination of 
oxygen with substances where no heat is developed. And vet 
these are classed under the term eombustion. Thus, the riistinjr 
of iron is merely the process of oxygen (jombiniiig with it che- 
mically, and is classed as combustion, thougli no heat is de- 
veloped. So the word acid has received an extension Avhich 
includes many things which are not mar. To say, then, that 
private debts are to be classed under the term currency, can bo 
no stumbling-block for an instant, to any one avIio considers 
these analogous cases. It is merely an exam|)lc of what has 
repeatedly happened i]j other sciences, when more correct views 
were entertained of the proper classilication of their objects. 

It AVOiiUl bo quite easy to multiply instances of a similar 
neciessity which have occurred in many other sciences, but the 
ones we have given are sufficient for the juirposo. Descriptive 
namps/’ says I)r. WheweH", “although they might be 8hppo^sed 

t (^mterly Review^ voL xcv,, p. 393. See aho WhewtlVs Phil hid. ScL for 
ether mimples. 

^ Hist, of the Inductive SdenecSt vol, iii., p. 433, edit. 1857. 
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to be the be^t, have, in fact, rarely been fortunate. The reason 
of this is obvious: — the mark which has been selected for 
description may easily fail to . be essential, and the obvious con- 
nection of natural facts may overleap the arbitrary definition, 

. • . The signification niay assist the meinqry, but must not 
be allowed to subjugate the faculty of natural classification,” 

It is most particularly to be observed that it is the essential 
quality of currency, that it is a general charge of debt upon the 
person of the debtor, or obligarit; and is not a title to any 
specific or particular articles. In all cases whatever it involves 
the idea of personal liability. Thus, in page 188 , where the 
wine merchant is sup|>OvSed to take the grocer’s i>iomise to pay 
a half pound of tea when required in return for the wine he lets 
him have, it must be distinctly remembered that this is a 
general poAver to demand so much tea from him, and is not a 
particular a])pro|)iiation of any specific quantity of tea. The 
Avliole of the grocer’s stock of tea remains his own property 
until the demand is made upon him for |>ayment. Consequently 
he can sell or dispose of it all if he pleases, Avhicb he could not 
do if any particular j^rirt n as set aside as I he ]>roperty of another 
person, and he Avas merely the keeper of it. 

This distinction is of tl»e utmost importance, and it serves to 
shew that the transferability from hand to h.and is not the 
fundamental (*011001)11011 of a currdicy. There are certain com- . 
mercial documents Avhieh hear a resemlilancc to Hills of 
Exchange, in resfiect of their being transferalile from hand to 
hand, and are >su()posed to be of the same nature. These are 
Dock Warrants and liblla of Lading. When property is 
deposited in the docks, the oAvner of the dock grants a receipt 
for it, and this, for Die convenience of commerce, is assignable 
at Avill, and whoever is the holder of it is the owner of the 
property. So, Avlien a shii> is loaded for a foreign port, the 
shipmaster grants receipts for the goods on board of her, and 
these Bills of Lading” may be sold fifty times, before the 
actual property is demanded. Botli Dock Warrants and Bills 
of La(fing are merely the titles to certain specific goods, ware- 
housed in the dock or on board ship, ainl i?i Volvo no 
liability or debt. On the other hand, a Bill oH^xohango'is 
purely a charge of debt upon some particular person. It is 
expressly rontrary to the fundanientaf conrHq>ti(u of a Bill of 
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Exchange that it should be an appropriation of any specific 
. funds. If a document purporting to be a Bill of Exchange is a 
specific appropriation of any particular funds, it immediately 
ceases to bo a Bill of Exchange. 

The great importance of distinguishing between the funcla- 
nientai’ conce})tion of Bills of Excliange, and that of Bills of 
Lading and Dock WarrantvS, may probably not be apparent at 
present; but it will fully appear liereafter. Some most dan- 
gerous and fulfil ideas on the subject of Credit are founded 
upon confounding the two things. One thing only we will note 
at present, — that l:>ills of Lading and Dock Warrants can never 
excetMi in quantity the jiroperty they represent, but that Bills of 
Exchange greatly exceed the quantity of coin they profess to^ 
represent, because they do not represent any particular coin, 
but they are only an engagement that a person shall have the 
money at some given time, and it is quite possible that the same 
coin may discharge a hundred Bills of Exchange in succession. 

It is of such great importance to fix the preceding classifica- 
tion and distinctions in the mind, that wo will illustrate them 
further by quoting from Dr. Whewell \ a conversation between 
Liimajus and one of his pupils, Giseke, which jiresents an exact 
analogy to the views we are seeking to enforce, Giseke was 
much puzzled by being unable to see the intelligible grounds 
upon which Linnieus proceeded in his collection of natural 
orders. He narrates a conversation which he lield with the 
great teacher upon tlie subject, which )>resents the most striking 
points of similarity AvitJi the preceding paragraphs. Giseke 
began by assuming that an order must have that attribute froiir 
which its name is dej'ived, tliat the JJmbeJlata' must have their 
flower disposed in an umbel; the mighty master smiled, and 
told him not to look at iiames, hut at uature, 

** what is the use of the name if it floes not mean what it 

professes to mean ? 

“ IAnnants*’—\i is of small import what you call the order, if you take 
a proper series of plants, and give it some name, nhich is clearly mider- 
stood to apply to the plants, which you have associaled. In such cases as 
you refer to, I followed the logicsd rule of bori’owlng a name a 
fVjaiB the principal racniber. Can you give me the character of any single 
border?-; 
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Sui-ely the character of the UmheUaim i$ that they have an 

umbel? 

Good, but there are plaufB which have an umbel and are 
not of the UmbdkUiK 

** Gueke.—l remembeu*; wc must, therefore, add that they have two 
naked seeds. 

Linnwus. — 'I’licii Echlnfyphctra^ which has only one seed, and Et*yn- 
glum,, which has not an iiinbeb will not be Umhelhlcp^ and yet lh(?y arc 
of the Order, lioth are beyond dispiUo LrmbcUuUv,-^ 

Let the reader of this w’ork thoroughly iiubil)e the spirit of 
the preceding conversation, and cai^eiiilly observe that w-e must 
look beyond names to the nature of the ol>joctH we are treating 
about, for a pro})or classification of them. Just as there were 
plants which l)ad Jio umbel, and yet were of the; order Umbel- 
latie\ so, tliouglj private debts are not current, yet still they are 
Currtne*j\ and as t]ier(‘ were plants which had umbels, and yet 
were not of the ordm* UmhdhiUv; so also dock w'arrants and 
bills of lading, although they are current, are yet not currency. 

22. We must now demouslrate a proi.>osition of the greatest 
importance in Economics, and on wdiiidi errors of the most 
serious nature are very prevalent. It is this : — 

2' he quant Iff/ of monef/ in any country bears no neecssary 
relation lohateecr to the quantity of other yoods^ <£;c., in if or 
to their price. 

Many writers on Eeonomics Imve supposed that the <|uantity of 
^ money in a country bears some necessary relation to the quantity 
of commcMlities in it; many more tliiiik tliat the prices of com- 
modities are determined by the proportion Av hi ch the rpiantity of 
money bears to ilie quantity of commodities. That this is a 
very grievous error may very easily be shown. Let us suppose 
that A and B are reciprocally indebted to each other for the sale 
of goods. Let us suppose that A has bought goods from B to 
the amount of £10, and B has bought goods from A to tho 
amount of £i;3. Then it is quite clear that there are three 
diiferent ways of setllitig their dealing.s : 

1, Each may scud a clerk to the other to demand payment in 
full of his debt. This method would require £23. 

2. A may send £10 to B to discharge his debt, and B may send 
it back to A with £3 more to discharge his debt. • This method 
would r^uire £13. 
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3, They may meet and set off their mutual debts against each 
other, and pay only the difference in coin. This method would 
require only £3. 

Now it is quite clear that a very different quantity of money 
would be required to carry on any given amount of business, 
according as either of these three methods was adopted. ]3e- 
tween the fii st and the third, there is a difference of £20, but 
there would be no difference in the prices of commodities. 
These £20 would not infitience prices, but be required to settle 
debts in a clumsy way. So it is clear that by a .simple change 
in the method of doing business, £20 may be withdrawn from 
circulation altogetlier, and aj>plie<l to new transactions. 

From these considerations it aj)])e.‘ir.s that there may be large 
quantities of money in a coiintiy which may exorcise no inlluence 
on prices, and the proportion between money and commodities 
may vary greatly, according as one or other t>f these methods of 
doing business is ado|»ted. Now if a country Avhich habitually 
adopted the first method, were to change its custom and adopt 
the f A/rdf it is perfectly clear that a very large quantity of money 
would be disengaged from circulation, and may lie ajijdied to 
promote new op(?ratioiis, and therefore in all its practical effects 
it would be an addition to the ]>reviously existing quantity of 
money. Hence tlie various methods of economizing the use of 
money are to be cousidereti .as an increa.se of llie resources ot 
the nation. If ]>y an improved method of doing Inisiness we 
can di5|)ense with £500,000 in settling transactions, that is 
ecpiivalent to adding that sum to the ve.sources of the nation. 
It is one of the great functions of a bank to jn-omote such a 
cliango of doing business, and to bring j>eo|>le together to 
balance their mutual debts without the interveulioii of money, 
and it wdll be shewn in a subsequent chapter how greatly tlie 
skilful em[>loyinont of much methotls ecoMomize.s and develojies 
the national resources. 


On CiRcuLATrox. 

23. When eonimodities, &c., are interchanged directly for one 
another it is called Bartkr, or Exchange. When commodities 
ar^. interchanged for money, that money is only taken in order 
that it may be interchanged again for something else. Ilonfee, 

y 
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J, B. Say aptly said, that when money is used, the transaction is 
the half o f an exchange^ which is true. It is also called a Salk, 
A Sale always denotes a transaction iu which one of the 
quantities excliauG^ed is money or credit, that is, when one 
quantity is a useful commodity, and the other only the right to 
demand one; tliat is, when the iutcrchaugo is of things of an 
' unlike nature. An Exchange is always an interchange of things 
of a like nature* either commodities for commoditie.s, or currency 
for currency, 'finis we speak of the Foreign Ex(?liangos, or the 
value of the currency of one country in terms of the currency of 
another; or we ask for the change (/.e.. the ’change or exchange) 
of a £5 note or a sovereign; so w^e speak of exchanging a picture 
for a statue, or one book for another. When the interchange is 
of commodities for currency, the one who gives currency is said 
to Bu y the commodity, and the one w lio gives the commodity is 
saiii to Selu it. 'Jims w'e buy a horse or a liouse with currency. 
An oflicer buys a commission in tiie army, but he exchanges 
from one regiment to anoiher. So in Lear (Act v., Sc. 3), when 
Albany thro>vs down Ins glove to Ihe traitor Edmund, the latter, 
throwing down his own, says, ‘‘There’s my exchange,” meaning 
like fur like. And, a little furtlier on in the same scene, Edgar 
says to liis Avicked broth(?r Edmund, “Let’s exchange charity*” . 
So in Hamlet (Act v., Sc. 2), Laertes says — 

“ Exi harige Ibrgivcness with me, noble Hamlet. t’ 

A transnclion in wliich currency is given for comraodities is, 
a.s just said, a Sale. The sum total of lliese sales is properly 
termed the Cjk'cl lation. Hence a. single piece of money may 
add considerably to the circulation, for every time it is traiis- 
ferre<l it is an addition to the circulation, though it is no increase 
to the currency. • AVe must observe tliat the word Circulution 
is often used in a very corriijd sense, as being synonymous with 
money and bank notes, more particulaiiy llie latter* Thus tbo 
number of notes is.sued by the Bank of England, or any other 
bank, is frequently termed its Cirmlation^ more especially by 
American writer.s, from wdience Ave believe the absurdity of 
calling money currency originated. Of all the terms in common 
use this is one of the most objectionable. To call the notes 
which circulate circulatlonf seems as great a coni^usiqirOf idoa^; 
as to call a wheel a rotation. We shall accordingly neye^ 
the w ord circulation to mean the amount of issuetj ofa bank, the 
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correct expression evi<lcntly is to say, tlie nTiml)er of its 7}otcs 
m Circulation. We sliall alsrays use tlie words currency and 
circulation to mean different things; the fornver to denote the 
substance itself, the second the aiiiount of its transfers from 
hand to hand. It is also clear that the currency and tiie circula- 
tion do not bear any fixed relation to each other, for there may 
bo a large amount of currency in a country, yet, if the industrial 
operations be lew, there will ho a small circulation. On the 

other hand there may be a small amount of cuiTencv, but if tlie 

■* * . * ■, 
people he active and industi-ious, it will pass frequently from. 

hand to hand, and there will be a large (drcnlation. * 

As the use of the ciirnaicy is to set industry in motion, and 
.inasmuch as it has no use except so far as it does that, its bene- 
ficial effects are not to he measured by its actual anionnt, but by 
the (jUfvntity of industry wblch it generates. Money lying loched 
up in a box cannot increase of itself, and only represents latent 
|)ower and not actual power. It may be c.alled powei*, or wealtli 
in the latent state, and resemblcvS the steam engine of a mill 
which is not going, and is of no use unless it is set in niolioii: 
and as the pnxluce of the mill is measured by the quantity of 
the motion of the engine, so is the useful etfect of tlie currency 
measured by the quantity of its motion, whicli we have called 
the ci/rculaiion. Now, as this cireulaiion, w-hich is tlie sole test 
of its useiul elfeot, is tlie jirodiict of its amount multiplied into 
the velocity of its circulation, it is clear that if by any means wo 
can increase the rapidity of the circulation of the existing cur- 
rency, it wdll add greatly to its beneficial power, m* if only a 
certain amount of business can be done, wo may diminish the 
quantity of currency necessary to carry it on by increasing its 
rapidity of circulation. Engineers usually call the quantity of 
the motion of the engine its dati/^ so w e may call the eiixiulalioTi 
of the currency its duty. 

it is so essential to Iiavc a clear conception of the usefnl 
offect produced by a-ny given amount of curiTncy, that w^e 
may add another illustration. The effect produced by any body 

motion is determined, not only by its w'eight or mass, but 
also by its velocity, and is called its momeiitum. If the mass be 
dwittished, yet by increasing the velocity, the result or mo- 

iSjw ciUo Verrii Medittmoni sulla Femomia PolUica^ § xvii ; OoudiU^te |v 
Le TromCy Tie VinUrSt p. tK)8, 915. 
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mentrnu may still be the same. Thus, if a body of 100 pounds 
weight move with a velocity which we may call l' its momentum 
will be 100 ; now, if we diminish tlie weight to 50, and can 
double the velocity, the effect or raoracntum will still be 100, the 
same as before. The operation of tho currency is precisely 
analoffous to this. Its ns<!ful effect i.s the result of its edmbined 
anunint and rapidity of circulation, wliich we luive called tho 
CiRi’UTiATioN. If wo Call niiiko jCoO circulate with twice the 
rapidity that £100 did hofore, tho useful eilect, or circulation, will 
be the same. Thus, tlie circulation of tlio currency may be 
aptly compared to tho inomcutum of a body; lienee, we may 
say that tlie circulation is the momcutuin or duty of the 
Currem^y. 

As the useful ef.fo<;t, or the industrial operations promoted 
by the currency, docs not depend solely on its amount, wo may 
see how impossible it is to form any estimate of the wealth of 
a (‘Oiintry by the amount of money, or gold and silver in it. 
One country may abound in gohl and silver, atid yet be poor; 
and another may have comparatively little, and yet l;»e rich. 
Spain was a country in wliich, at <.)ne time, gohl and silver were 
more })lentiful than any other in Europe, and yet the more gold 
and silver were poured into it, the po(>rer it became. Adam 
Sniitli says that, except Poland, it was tlio j>oorest (?ount.ry in 
Europe. On the otlier hand, Scotland is the country which has 
the least amount of gold and silver currenev, with the greatest; 
comparative amount of woaJtli. The quantity of gold and silver 
currency ill France is much greater than in England, and yet Eng- 
land is much the wcalrhier country of tlie two^and there are good 
grounds for believing that the pro]>ortion of money to in- 
dustrial opei'ations in England considerably' exceeds that in 
Scotland. These cxanqiles sliew tliat tlie comparative amount 
of visible currency in dilfei-cnt countries is no evidence whatever, 
of tlie comiiarative wealth of tliose countries; on the contrary, 
it may be a jiroof of waste of wtsallli, that is a waste of resources 
which might be better employed. 

The subtle question whetluT, if a fair exchange of goods W'cro 
substituted for payment in money, it was to be considered as a 
sale, was warmly vlebated for loO years by the tw’o famous sects of 
Ivoman lawyers, the Pvoculians and tlie Sabinians, from the time 
ol Augustus to that of Hadrian. Both parties appeiiled to 
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Iloirier in support of their views, but the opinion of Proculiis 
finally prevailed, that a sale and an e.vchan<je are operations 
essentially distinct in their nature. This was contlrmod by the 
Emperors Diocletian and Maximian, and was ratified by 
Justinian/ The conchision was just, though the reason as- 
signed ’ for it is scarcely satisfactory, that ‘Mn the exchange of 
two things, it can never a])pear which lias been sold and which 
has been given as the price of the thing sold, and it is contrary 
to reason that each shouhl a]>pcar to have been sold, and that 
eacl) shonlil appear to have been given as llie price of tlie other,” 
It w'Diild rather appear tliat when we exchange one coniinodity 
for another, we exchange ojie whose nsoful (jualities are known, 
for another wliosc useful qualities are also known ; tliat is, we 
exchange two things which arc acknorvledged to be equivalents. 
But the ciuTency rejuesents an abstract quality or right. In 
changing a eoniiuodity for currency we conunuto a known 
useful quality for an abstract right ; that is, we give a corriniodity 
and receive in return only the [lOwcr of olitaining an equivalent; 
or wo exchange sonietlnng that is definite for aiiotlier that is 
indefinite, two operations wliich arc essentially distinct, and it is 
better to ajipropriate dillbrent expressions to operations of a 
different nature. 

(hi PuKJE, l)isco(7XT, and Ixtkkkst. 

24. Wlien one Economic Quantity is exchanged for another, 
each is termed tlic vahuMif tlie other. But Avheii one of the Eco- 
nomic Quantities exchanged is money or credit, t he sum of Tuoney 
or credit receive.s peculiar name. It is called the PniCKof tlio 
other. From the considerations presented in § U), it appears 
that price is the same thing as value in money, or credit. But, 
as it is invariably the custom in modern times to estimate the 
value of every comnmdity by its value in money or credit only, 
or its pric^o, and not by its value as regards otlier com- 
modities, the wouds value and price have become almost identical 
and interohangcablo expressions, though no doubt w^e must 
remember the technical difference between them. The price of 
any commodity is therefore the quantity of money, or credit, 
given in exchange for it, at any moment 

* JnstitHtes, Jj. IlL^ fit, ‘21, §2. 
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Now, as the value of the money is the commodity received 
in exchange for it, it is mniufcst that the greater the quantity of 
the commodity received for it, the greater is the value of money. 
Or if the quantity of t]ui commodity bo fixed^ the value of 
money is greater, as kss money is given for the commodity. 
Hence it is clear that the mine of inoney varies inveriely as 
price. 

Til 0 value of the property called debt, or credit, is however 
estimated in a peculiar way. ^\"e have taken the sum of £100 
payable one year hence as 1 he unit of debt. The iiegociation of 
debts is a branch of modern commerce of snj>reine importance. 
Now a debt of £100 payable one year hence, being a saleable 
commodity like a quarter of corn, the sum given for it is its price, 
just as we speak of the price of anything else. And of course 
the value of inoney rises as the price diminishes. Now as money 
naturally produces a profit, it is clear that the price given for a debt 
payable a year henoc must be Itjss than the arnormt of the debt. 
The dilferenee between the of the debt and the amount oi 
the debt is called Discou^^t. Tliereforo, clearly the price 
together with the discount equals the amount of the debt; and 
as the price decreases the discount increases. Hence, as the dis- 
count increases, the value of money, or the price, increases also. 
Now in estimating the value of debts it is universally the custom 
in commerce to mention the discotoify {wkX not the price; and 
to buy or purchase a debt is always in commorco termed to 
discotmf. it. Now’, if a banker buys a de)>t of £100 payable a 
year hence for £05, it is manifest that tlie discount is £5, and he 
is said to dlsronnt it at 5 j)er cent, per annum. Should the price 
of debts fall, the discount rises ; and since the value of money 
varies inversely as price, it varies directly as discount. 

4 

Hence w^e have this : — 

The Value of Money varies m versely as Price^ and directly 
as Discount. 

To discount a bill of exclumge at 5 per cent, means to give 
a price for a debt in the proportion of £05 fpr every £100 of its 
amount payable one year hence. 

The expression, liowever, tliat the value of money variefel 
directly as discount is soraetiin& misinterpreted. Thus if is 
oftcii said that if the price of debts has fallen from £96 to £93y^ 
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and therefore the discount rises from £3 to £6, the value of 
money has doubled. This, however, is erroneous. Debts which 
formerly sold for £9G now sell for £93 ; and, therefore, it is clear 
th^t the value of money has risen in the proportion only of 93 
to 96, and not doublod. 

Wli^n a person advances money to another, and agrees to 
defer receiving the profit until the end of the year, the profit is 
termed Interest. If he lends* as it is called, £100 at b p(?r cent, 
interest, he in fact pays £100 down foi’ the purcliase of a debt of 
£105, })ayable at the end of the year, and the £5 is the interest. 

This method of making profits, though not une<:)inrnoii among 
private persons, is never used in banking. Ikinkers invariably 
subtract the profit agreed upon at tlie time of the advance. 
Thus th(iy always make profits in advance. In this case the 
profit is termetl Discount. Thus, if a banker discounts a bill of 
£100 at 5 per cent., be only pays his customer £i)5, and retains 
the £5 at tlie time of the advance, as profit. In reality he pays 
£95 dow'ii for the purchase of a debt of £100, ]>ayable a year 
after date ; and the £5, or the diirerence between the i)rjcc of the 
-debt and its amount, i^ the discount, and his profit. 

It is manifest that this latter nietho<J of trading is the more 
profitable, because in the former case be makes £5 profit on iha 
actual, advance of £100; in tlie latter case he makes £5 |)rofit 
on the actual advance of only" £95 ; and besides tliat, lie has the 
£.5 in his hands to traxle with immediately^, insUaid of waiting 
till tlie end of the year. In tlie large amounts of money wdiich 
banks deal with, this makt*s a very sensible dilfereuce in their 
profits, especially when the rate of discount is liigh. 

On Rate of Interest oral Rate of Profit. 

25. We have now to call attention to the definition of an ex- 
pression which has been the cause ofimmen.se confusion in Eco- 
nomics. Every one know^s w hat Jlate ofrlntei^cst means. Wlien 
people speak of inteixjst at 5 per cent,, tliey always mean that 
£5 is given for the u.se of £100 for some given time — as a ye.a.r. 
It is perfectly clear that w e can have no conception of what 
rate interest is, unless we are told in wliat time it accrues. 

a most extraordinary oversight, however, this has l)een 
qriite overlooked in tlie definition of Hate of Hi'ojit. It will 
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scarcely be believed, that no Econoiuist has seen that Time is a 
necessary element hi tlie definition oi rate of profit. Thus 
M’Ciillocli says, “The rate of profit is the proportion which the 
amount of profit derived from an undertaking bears to the capital 
employed in it.” The wlK>le of Kicardo’s doctrines ot wages 
and profits are full of fallacy arising from tins obvious^ omis- 
sion. So Malthus defines rate of profit to be the ]>er-ceiitage 
proportion whicli tlie value of the profits upon any caj>ital bears 
to tlu? value of such capital. Kven Mr. Mill has not seen the 
defect in the definition, lie says, B. ii., c. xv., The cost of 
labour then, is, in the language of matheniutics, a function of three 
variables; the efiicieiicy of lalioiir; the wages of labour (meaning 
thereby the real reward of the J.ihonrcr) ; and the gvea.ter or 
less cost at which the arti<*les composing that real reward can 
be produced or furnished. It is plain tliat the cost of labour to 
tlie ca[>italist must be inllucnccd l>y each of these tlirec circuni- 
stMiices, and eanh<;>t lie afiectcrl liy any olluu*. Those, therefore, 
arc also the circumstances which determine the rate of profit; 
and it cannot be afiected c\ce{>t through one or other of tlicm.” 
What? is not the rate of jirolit atfected liy the time in which ^ 
it is made? Sujipose a given amount of profit to be made on a 
given amount of capital, is it the same rate of profit M'hether it 
be mad(? in a year or a <lay? According to the definition iii 
general use among Economist s^ a profit of £10 made upon £100, 
is exactly at the same rate if it lie made in a year, a month, a 
week, or a day! Nay, acconling to Mr. Jlili, the rate of }»rofit 
cojtnol V>o allected ))y the tim<? in which it is made! 

This defniition is so manifestly erroneous that it is only 
?»ecessary to call attention to it to be at once admitted. It is 
fjuite clear that time is a 'aectmary element in the definition of 
rate of profit. In fact it is simply unintelligible without it. 
If we were tohl that a trader lia<l made a profit of £10 on £100, 
it would be as impossible to conjecture what the rate of profit 
liad been, ^ as it w ould be to determine a horse’s rate of speed if 
we were only told that it had galloped 20 miles. 

It often haijperis that the rate of profit is the greatest when 
the actual is the least. If a trader were to make 60 pei* 

cent, profit on one Iransuotion, that would be a high profit; but 
it he only made one transaction in the year, he would not incroasb 
htsi m opuleiice. His rate of profit would be 60 per cent. But 
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suppovse that he only makes a pi'otit of 5 per cent- on a transac- 
tion, but makes that profit in one day, then the rate of that 
profit 18 upwards of 1,500 per cent, per annum, and if he could 
make a transaction at that profit each day, liis actual profits 
would be up wan! of 1,500 per cent. Hence the rate of profit 
would be liigb, while the actual profit is low. And if the trader 
reinvested the profits as they occurred, as capital, his rate of 
profit on his original capital would increase at coinpouiid interest, 
and be enormously greater. 

Bacon saw clearly what has been far too inn(;li overlooked by 
Economical writers, that the froipiency of retni-ns is of far more 
consequence tliaii the magnitude of each case of profit. He 
says, ‘‘The proverb is true that light gains make ]ie<avy })ur.ses, 
for light gains come tliick, wlieieas great come but now and 
then.” and tliis is entirely in accordance Avith what modern 
experience demonstrates as the true axiom of trade — staall jyrojlu 
and quiek returns. 

The rectification of t])is error in the definition of rate of 
profit, wliich must be admitted as soon as stated, clears up a 
^ vast deal of obscurity Avhich invoK^od the subject of profit. Thus, 
when profits are said to be reduced to 10 per cent, it secm.s 
somewbat paradoxical to say that interest can be paid at 15 per 
cent. It is, neverthelevSS, true, and constantly happens ; the 
apparent. })aradox only arises from the difieronce of estimating 
rate of interest and rate of profit in common language^ When 
trailers pay interest, it is always calculated at tlic rate per 
annum, but it is too connnon to measure profits by the actual 
transaction, without reference to tlie time. Thus, if a trader 
pays interest at the rate of 15 per cent, jier annum, he makes 
profits, perhaps, at the rate of 10 j>er cent, per week, or per day, 
Avhich is at the rate of 520 or 3,130 per cent, per annum, allowing 
for tlie number of working days in tlie year. Tins at once 
dissipates the apparent paradox, and explains how trade can be 
carried on at rates of interest Avhicli Avould seem incredible. In 
ordinary times in London, the second class bill-brokers charge 
their customers one shilling in the pound on three months’ bills, 
which is, in reality, discount ^t the rate of 20 pergeent, or 
interest at the rate of 25 per cent, per annum. In ancient times^ 
and in the middle ages, and in America at the present day, the 
rate of interest is even higher than that. 
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Those rates are, however, as nothing compared to the rates 
paid by petty provision dealers, and ma^ serve to show the utter 
absurdity of the Usury Laws which were so long in force in 
England, and are so still in France, though they will probably 
be abolislied there very shortly. Gerard Malynes, a writer in 
the days of Charles L, observed that the petty provision t/ade of 
London was eari'ied on with money borrowed at the rate of 400 
per cent, per anniiin. In tlie days of Turgot penalties of the 
most terrible severity were enacted against tlie infringers of the 
Usury Laws. To show their absurdity, Turgot instances the 
ad>'ances whieh money lenders at Paris made to the petty 
dealers, who bought victuals in the market, to retail them in 
different parts of the ca[iital. Tlie chfirge was 2 sous a week 
for the loan of a crown of 3 francs, whi(d) was equal to interest 
at tlie rate of 173 per cent., per annum. Tlie whole of the small 
provision trade of Paris Avas carried on by means of these loans. 

Nevertheless,” says Turgot, “ the borrowers do not complain 
of the tonus of this loan, Avithout which they could not carry on 
the trade by Avliiel) they live. And the lenders do not get very 
rich, because the exi)rbitaijt interest is only the corapensatioii 
for the risk their cai>ilal runs. In fact, the insolvency of a 
single borroAA^er SAveeps UAvay all the profit Avhich the lender can 
make out of thirty of them.” 

The idea that trade could flourisli upon money borrowed at 
173 per cent, seeins somewhat startling until we analyse the 
operation. No doubt the borroAver paid tAVO sous a w eek for the 
loan of a crown, but then the probability is that what lie paid a 
crown for in the morning lie sold again the same afternoon for 
three francs and a bull', or more. Now if he repeated this 
operation once every day, it is (dear that he would have gained 
at the end of the year 3,130 sous, omitting Sundays. That is, 
with a capital at no time exceeding 60 sons he would gain a 
profit of 3,130 sous in the year, wdiiclj Avould be at the rate of 
5,216 per cent. ])er annum, and out of this he would only pay 
173 sous for the Joaii of the money. 

M. Gustave de Pu ynode, quoting from the speech of a Member 
of the last Legislative Assembly of France, gives an instance 
which is even more startling than the last. He said, ‘‘Every 
mornmg the small provision dealers received a 5-franc piece to ) 
buy the objects, which they re-sold with a profit of 3 w 
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francs. In the evening they repay the 5-franc piece, and give 
25 centiraes in addition. They make no complaint of interest, 
which is yet at the rate of 1,800 per cent.’^ Nor had they any 
reason to dp so, for by borrowing this 5-franc piece they made 
3 francs of profit, out of which they only paid ^ for interest. 
If, therefore, tlie rate of interest was 1,800 per cent, per annum, 
the rate of profit, assuming the gain to be, as stated, 3 francs 
per day, was at the rate of 21,600 per cent, per annum. And 
the interest, whicli is only one-twelfth part of the profit, is not 
unreasonable. And yet by tlie law of France it is still a crime 
to take more than 6 per cent. 1 


0)1 Secuhities foe Money a 7 id CoNVERTinLic Securities. 

26. The expressions Securities for .Mouetj and Convertible 
Seeurities frequently occur in Economics, and we must now 
exjdain them. 

A Security for 3Ioncy always means an obligation, or security 
for the payment of a definite sum of money from a definite per- 
son at a definite time. There is, therefore, always some obligor, 
or some person who is bound to pay it. There are different 
forms of su<;h securities, such as Bank Koles, Promissory Notes, 
Bills of Exchange, Excliequer Bills, Navy Bills, and debts ol 
all sorts. 

Convertible Securities are securities which no particular per- 
son is bound to pay, but for wliicli, under usual circumstances 
a purchaser can readily be found in the open market. TIjus, any 
property which can be readily sold is called a convertible security. 
This species of Property includes the Public Funds, Shares in 
all sorts of commercial companies, and all title deeds to pro- 
perty of a moveable description of wliicdi the property passes 
by simple delivery, such as dock warrants and bills of lading. 
The fundamental distinction between these latter and instru- 
ments of credit will be clearly explained in a future chapter. 
Now avS convertible securities mean property which is readily 
convertible into money, of course there are all degrees of con- 
vertibility. There is no absolute distinction in principle be- 
species of property. But of all species of 
pfoperty the Funds are *the most readily convertible : and Ibe 
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land, or real property, the least readily convertible, inaiidy in 
consequence of the ditliculty in its transfer. 

Thus securities for money nemr represent any specific money, 
but are always a claim on the person. Convertible securities 
are never a claiiri on a person, and certain kinds of them are 
aheays a title to certain specific goods. Sometimes a security 
for money may be changed into a convertible security. This is 
done in what is technically called funding the unfunded debt, 
TIic Government often raiscvs money on its bills like an indi- 
vidual, and is of course bound to pay them at maturity. These 
Exchequer Bills, llier(‘for<% as they are called, are like any other 
bills of exchange, securities for money. Sometimes when those 
bills amount to a large snm, it is very inconvenient for the 
ExchtHpuM' to i>ay tiieiu in full, and it gets its creditors to agree 
not to demand repayment of the whole debt, but to receive only 
the interest on it in perpetuity. *\Vhen this is done the creditor 
loses tlie right to demand the j>rincipal sum from the Govern- 
ment, blit he may sell the right to receive the annuity to any 
one else in the open market. It then becomes a convertible 
security, and is called the Public Funds, or Stock. This o[K>ra- 
tioii is fundmg the unf unded debt. In a similar manner 

Railway companies liave been allowed to borrow money on their 
bonds, termed Debentures; but finding it inconvenient to be 
obliged to repay these large sums have formed theni into Del)en- 
turo Stock, u|u:)ri which tlicy arc only bouml to pay the interest, 
like the Public Funds. 


On the Definition of Capital, 

27. The word Capital is one of the great fundamental con- 
ceptions of Economics, and we must frame a definition of it in 
accordance with tlie canons we have ali’eady laid down. 

Any Economic Quantity Avhatever may be employed in two 
different ways. The proprietor may eitiier use it himself for 
his own personal enjoyment, or he may use it to produce a profit. 
When an Economic Ciuantity is thus used prodactimly^ i.e. so as 
to produce a profit, it is termed Capital. Senior says very 
justly — ‘‘ Economists are agreed that whatever gives a profit is 

^ Political lCcA»tmny,n,en. 
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properly termed CAriTAL.” And Stephens in his Thesaurus 
defines the word tlius : — 

" Kf^aXa/or. Ca])ut unde fructus et reditiis manat. Capital, 
the source whence any profit or rent flows.” 

It is clearly to be understood that there is no such thing as 
al)sohfte Caj)ital. Whether any Economic Quantity is to be 
termed Capital or not depends not upon the ymture of the thing 
itself, but exclusively on the Method in wliicli it is employed. 
We have already seen that Economic Quantities are of three 
distinct. ordei'S, and as any of these may l>e used so as to pro- 
duce a profit, it follows that Capital may be of three distinct 
kinds. Thus if I have a sum of money which I spend in pnr- 
cha,sing things for my osvii use aud enjoyment, it is not Capital; 
but if I use it so as to produce a profit in any way, it then be- 
comes Capital. Thus if I lend it out at interest; or buy goods 
with it to sell again with a profit; or invest it in a commercial 
cnterpnsf3 of any sort ; or in tlic funds : or if I spend it in ac- 
quiring the knowledge iiocessary to exercise a profession such 
money is capital. And the things or commodities purcliased for 
the purpose of ju’oducing the |)rofit, are termed Capital as well: 
because though, the money was originally employed in acquiring 
tlicm, they are again employed in purcliasing money, and there 
is no jirofit unless tliey sell for a greater sum than was spent in 
purchasing them. 

So any material thing may be capital. The land lielonging to 
a landlord is Capital to him if it produces him a profit. Several 
great noblemen possess inimense tracts upon wliich great part of 
TiOndon is built, which yield them an enormous revenue : that 
land is Capital to them. 

So many natural advantages may be Capital. If a person has 
a natural waterfall in his grounds and he makes no use of it, but 
considers it as a mere ornament, it is not Capital ; but if he uses 
it to turn a mill tljen it l;)ecoim*s Capital. So if he 1ms a spring 
of mineral water which acrpiires a reputation for curing diseases, 
and so causes visitors to flock to the place, and live there for the 
benefit of the waters, thereby giving great value to the land and 
producing ium a good revenue, it is Capital to him. 

It is sometimes said that air, sunshine, etc., are not w'ealth, 
because they cannot .be appropriated ; but in many cases the 
climate is bond fide Capitd to a country. The eliinatc, it.is 
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true, cannot be exchange<l away, but it may attract strangers to 
come and settle there for the benefit of their healtli, who would 
not have done so otlierwise, and so brings wealth to the place. 
The climate is real Capital to Madeira, the Riviera, and many 
other places. 

So if I have musical or histrionic talents, and use them merely 
for the amusement of myself and my friends, these talents so used 
are not Capital ; but if I ;Klof>t the stage as a profession, or earn 
an income by giving lessons in music, or drawing, then thCvSe 
talents become Ca|)ital, So wdih all the professions, clerical, 
legal, medical, mililarvand naval, engineering, civil service, etc. 
So if I dig in my garden for my own .aniusement, rny labour is 
n»-t, Capital, but if I dig, or jdough, or do any other work for 
hire, then my labour becomes Capital ; and indeed to tlie great 
majority of tlie laboiuing classes, their labour is their only 
Capital, 4 

So trade secret s, so long as they can be kept secret, and persons 
can use thorn for the purpose of fn-ofit, are a very valuable kind 
of Capital. 

So Economic Quantities of the third oi’der may be Capital also. 
If an author writes a successful work, the copyriglit of it is 
Capital to him; or if he sells it to a publisher, it is Capital to the 
publisher. If a man biiy.s into the F iinds, they become Capital 
to him. There is a class of traders whose business it is to buy 
and sell the Funds, or Shares in Comimncial Companies. Tlvey 
are called Stock jobbers, and tliey keep a stock of this property 
on hand, just as other traders keeji a stock of rnaterial goods. 
The business of a banker is to buy commercial debts. He buys 
them Irom his ciistdiners before they are due for a lower price 
than their amount, and sells them wdieu they are due to the 
debtors at their amount. These debts are to a banker, exactly 
the fiamci as a stock of goods to a shopkeeper. They are Capital 
to him; and as he invariably purchases them with his own credit, 
Ms credit is Cajfital to him. 

One of the most important brandies of this species of Capital 
is when traders use their Moral Capital as purchasing poweiv 
They buy goods with their promise to pay instead of actual 
money ; and these I‘i*ornises to pay,orRi.ghtsto demandpaymoj^^^^^ 
circulate in commerce and perform the functions of Tnoheyi and 
aye themsolves the objects of a gigantfe commerce. 
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28. Now, there arc two fundamentally distinct ways in which 
Capital may increase : — 

1. By a direct and actual increase of quantity ; Tluis flocks, 
and herds, cattle, corn, and all fruits of the earth increase by 
adding to their numbers or quantity. 

2. By Exchange: that is by exchanging something that has 
a low value in a place, for something which has a higher value. 

Now it is clear that money produces a profit, and, therefore, 
becomes c.apital, by the second of those methods. We do not 
sow sovereigns in tlie ground like corn, nor do they ])rodnee a 
crop of half-sovereigns. But money becomes capital by* 
exchanging it for some goods, and wliicli may be sold or 
exchanged again for a greater sum than they cost. And it is 
also clear that any Economic Quantity wliatever which is used 
as a substitute for money to purchase goods and for the purpose 
*of profit is cai»ital as well as money, by the force of the very 
definition wliicb Senior says all Economists are agreed upon. 

Smith says' — ‘‘A cajfital may bo oinployed in four difierent 
ways; eUlier, first, in procuring the rude produce annually 
required for the use and (consumption of the society; or, secondly, 
in manufacturing and preparing that rude produce foi* immediate 
use and ccJiisiunptioii ; or, thirdly, in transporting eitlier the 
rvide or manufactured produce from the. ]»lacos where they 
abound to those wliere tliey are wanted ; or, lastly, in dividing 
particular portions of either into such small parcels as suit the 
occasional demands of those who want tlunn.” Now it is clear 
tliat the last two ways are idcnitical in principle, and include the 
business of the foreign m<3rchant, the wholesale and tlie retail 
dealer — that is the whole operations of (coimncrce or exchange. 
Hence we may say that Smitli enmnerates three distinct methods 
of employing a capital productively — agriculture, manufactures, 
and commerce, to whioh w e muat add, as Smith himself admits 
afterwards, money spent in acquiring the knowledge and skill 
necessary to c^xercise a profession. Now', without itiquiring yet 
what the technical Economic defimtioii of JProduction is, which 
' is done a little further on, we sec at once that Smith enumerates 
Change j ox p^ur chase ^ as one species of production. Now 
says W* anything which is susceptible of being ex- 

^ 1 WeaUh of Ktition^s B. IL^ e, 5. 

* of P<fUfknf B, /., c, i, i 4^, 
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changed for other things, is capable of contributing to produc- 
tion in the same degree ” as iiioney, and also ' — “ bank notes, 
bills of exchange and cheques circulate as money, and perform 
all the functions of it.” 

Now money becomes productive caijital by being employed to 
purchase tilings to be sold again at a profit. And if a man can 
purcliase things by means of his credit, that is, if he can pur- 
chase tliem by giving his promise to pay at a future time, and 
by so doing sells the goods at a higher price, and so has a pnitit 
after paying and discharging his debt, it is quite clear that his 
credit has lieon ca|>ital to him in exactly the same way that 
money would liavo been. 

Lot us take a very simple example. Sujifiose a tailor wants to 
make clothes for a customer. lie jiays, say £10 in cash to tlie 
clotli merchant, and after making up the cloth he sells them 
perliaps for £15. Tlieu he has used his money as capital. He 
has £10 at the beginning of the operation, and £15 at the end 
of it ; or he has made a jiroiit of £5. 

Supi>ose tlie tailor has no money to buy the cloth with, then 
if he cannot buy it on credit, he cannot make the clothes, and he 
cannot have any profit. 

Suppose, however, the cloth merchant, believing in his honesty 
and capacity to pay, sells him the cloth in exchange for liis 
promise to j»ay monov three months after tlio time. As the 
payment is deferred, and as of course there is some risk of loss, 
lie will, by way of insurance, charge the tailor a somewhat 
higlier price tlian the casli price. Supjiose he sells his cloth in 
exchange for the tailor’s promi.se, to pay c€l 1 three months after 
the time. Now this is as much a sale as if the [irice liad been 
paid in money. The jirojierty in the cloth is gone to the tailor, 
and what the cloth mercliaiit has received in exchange for it is, 
the Riglit, or Prop(*rty, to demand £ 1 1 tjliree months after date. 
And tliis Property is called a Credit or a' Debt, 

The tailor having punrhased the cloth Viy creating a debt 
against himself of £11, j>ayabl(j in three months’ time, makes up 
the clothes as before, aial is paid £15 by his customer. At the ♦ 
end of the tliree mouths he pays £11 out of this to the cloth 
merchant, and has, of coutvSe, remaining for himself a profit 
of £4. , ' ' . 

^ of Political E<s6mmy^ B. IlP, c. 12, § 1, 
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Now, by the cash operation, ho is better off at the end by £5 : 
and by the credit; operation he is better off by £4, than he was 
at tlie beginning. It is true he has not made so great a profit 
by credit as by casl). But still lie lias made a profit by his 
credit, wliich be could not have made without it. Hence, by 
the very definition, his credit has ]>eon ca]>ital to him, and has 
produced exactly the same circulation of commodities, and 
employed the same <|aantity of lal>our tliat cash wmuhl have 
done. Hence, we see that credit is pi'oductivo capital in exactly 
the same way, and in the same sense, that money is. 

This very simjfie example must sullico here to illustrate the 
doctrine that credit is capital, wdiich has been stremiously denied 
in re(ient years. The credit syst<*m will demand a very full 
oxtimination and exposition in a future cliapter, as by jneans of 
it almost all modern commerce is carried ojk The general belief 
and confidence tiiat a man creates of Ins trustwoi-thinoss may bo 
called Moi'al Capital. But this is not subject to the science of 
E(*onoinics until Ik? brings it into commerce, and effects pur- 
chases by means of his Promise to pay. When this done this 
becomes an actual definite Might or I^rojierty, and is Iiicor|>oreal 
Pro])erty, wdiicli may bo bought and sold like any Material 
Property. 

The General Definition of Capital then is: — Capital is any 
JEc07i07nic Qnantlly nsed for the purpose of ProjU, 

Having then obtained this general conception of Capital, 
xvhicli is clear, simple, and coinjirehonsive, and satisfies the 
canons we have laid down, avo shoidil Jiave ])roceeded with the 
exposition ot the subje<?t, only uidbrtunately considerabh; con- 
fusion and error has been caused by employing definitions of 
Capital vvhicli arc too limited, ami conlijicil l)y unphilosophical 
restrictioiis, and Ave must give a little time to clear aAvay this 
confusion. 

29. The Avord Capital comes to us from the Greek KopaXaiory 
a capital, or principal sum, placed ont at interest. 

Thus Plato; do Leg., V. 742: — M») ii’Kocicvvui rw vareurafiert^ 

fiijTt roKOy (.litre Ke<pa\aioy. 

J!fot to return to the lender either the interest or the capital, 

* Acts xxii,, 2B ttoXXoS Kit]>a\aiov riiv TroXireiav ravnty 

I boiigfit this freedom for a great sum. 
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Suulas says : — Kf^clXata, ra — Capital, money. 

We have not found any ])assage in which the word fce^aXaco)' 
in Greek is used metaphorically for a source or fountain in 
general. But in Latin the word Caput is constantly used not 
only as a sum of money put out to interest, but as the source or 
fountain whence things spring. 

Thus in Livy, vi. 15. Do capite deducito quod usuris pernu- 
inoratur. 

Tal:e area y from the Capital what is covnted as Interest 

Also, vi., yo — JVomuIgMvere legem de a're alieno, ut deducto 
eo dc capite, quod usuris penmmcratiis esset. 

7'hey piihlUhed a law o f debt that all that was recko7ied a$ 
iiUerest should be deducted from, the capUah 

So Horace, 2., 14 — Qiiinas liic capiti mereedes ex.sccat. 

He sijxicezes out five times the usual rate of interest for his 
capntal. 

In tliese passages, caput is used strictly as a sum of money 
put out at interest. But it is also fniquently used as the source 
or fountain of anything. Ckdumella inses it ihr capital in general ; 
xi. I, 28 — Ut (‘t jacturain capitis amissi rcslituat. 

JSo as to restore the icaste of lost capital. 

In classical Latin u e do not find that the word capitale was 
used in this sense, but it was in mediieval Latin. Thus we read 
in Ducango — 

Cajutale. — D ebifre peennim caput. Papias, capitale, caput 
pecuniic : and it is said to be eciui\a]ent to sortesy a usual Latin 
woi’d for the (‘a[«ital of a sum lent: and he quotes several in- 
stances in which the w^ord is used by modiajval writers in this 
sen.se. 

In process of time this W'Ord \vas shortened into captalCy which 
was particularly applied to flocks atnl herds, because that was 
the principal wealth. Hence l)y corruption, come our words 
cattle^ .ap])lied to animals, and chattels a]q>lied to things. 

So the word Capital in Italian and French was applied to the 
sum of money invested in business, or put out at a profit. Now 
a sum of money jMit out to interest is only a special application 
of a general idea; and if we want to generalize it we may say 
that it is any Economic Quantity n.sed for the purpose of profit; 
or the source whence a profit springs. 

When the word Capital was first used by the Economists, 
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they first applied it to a sum of money put out at interest; 
afterwards, Turgot gave it a more extended meaning* — 
Whoever, either by tlie income of his land, or by the wages of 
hid labour, or his indtistry, earns every year more values than he 
spends, can place in reserve this superfluity and accumnhue it: 
these fwcunndated values are what we call a Caiutal.” Tie 
then sliews how this cn])ital in money may be invested in 
anything, such asLan estate in land,"* — “ it is absolutely iuditrereiit 
whether this sum of values, or this capital, consists in a mass of 
metal, or in anytlnng else, because money represents every 
species of value, as every species of value ro]»reseiits money.” 
Thus Turgot introduced tlie notion f>f ca]>ital Ix’ing tlie fruit of 
the accuMiulafiou of |>ast labour: ]u*imarily money, and iheii 
any other things, such as farms, or merchandi/e'* — “Wc have 
seen that money eounts for almost iiolliing in the sum total of 
existing capitals, but it counts fora great deal in tl)e formation 
of capitals. In fact, almost all savings are inade in money ; it is 
in money that incomes are paid to proprietors, that advanccvs 
and profits return to undertakers of all sorts: it is, therefore, 
money that they save, and the annual increase, of cajutals is 
made in money. But the undertakers make no use of it but to 
ebango it immediately for other sorts of things, iu which their 
enterprises turn : so this money returns into circulation; and the 
greatest part of capital only exists in things of different kinds.” 

Thus Ca|»ital was extended to mean an}'tliing which gave a 
profit, but it was hehl to be the result of‘ anterior labour. Adam 
Smith says* — “ When the stock which a man possesses is no 
more than sufheiont to maintain him for a few days, or a few 
weeks, he Beldf>ni thinks of clearing any revenue from it. lie 
consumes it as sparingly as he can, and endeavours by his labour 
to ac<i«ire something, which may supply its place before it be 
coiisiimed altogether. Ills revenue is in ijiis case derived from 
his labour only. This is the state of the labouring poor iu all 
countries. 

But Avhen he possesses stock sunioient to main tain him for 
mouths or years, he naturally endeavours to derive a revenue 
from the greater part of it, reserving only so much for bis imme- 
diate eousumption as may maiutaiu him till tlie revenue begins 

' 6’ur la formation et la distribution des Hicheasest § 59, 

2 find,, § 59. » Ibid., § 100. 

^Wealth of nations, B. n,t c. 1. 

3 
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to conic in. His whole stock, therefore, is divided into two 
parts. That part whicli he expects to afford him this ueyenue 
is called his Capital. The other is lliat vvlrich supplies his im- 
mediate eoiisnmption, and which consists either, first, in that 
portion of his Avhole stock which avus originally reserved for thus 
purpose ; or, secondly, in liis reveime, from wluitever •source 
derived, as it gradiuiily comes in ; or, tlurdly, in such thitjgs as 
had been purchased by either of these iu former* years, and whicli 
are yet not entirely eousimie<l, such as a stock of doilies, house- 
hold furniture, and tlie like.'’ 

Thus Smith shews lliat ho considers Capital to be an Economic 
Quantity cm}>]oyed in a particular Avny, aiul liis d(3Scription cer- 
tainly implies the necessity of anterior accumulation. 

Smith, liowevor, could not help perceiving that a trader may 
derive prolits from something else beshles liis stock. He says ' 
— ‘‘Trade can be cAtended as stock increases, and the CiMauT 
of a frugal and thriving man increases mucli faster than his 
slock. His trade is extended in jivoiiortion to the amount of 
bothy and tlie sum or amoiuit of his profits is in proj>ortion to 
the extent of his trade ; and his annual accumulation in propor- 
tion to the amoiint <*f liis [u‘ofits.” Thus Smith se(us here that 
Credit is a source of ])rotit just in tlie same Avay that stock is, 
and as wo shall see very shortly, Smitli enuineratos pap<?r cur- 
Toncy of all kinds under the lioad of lloating (Capital, lie also 
eiiuinerates the intellectual (jualities and talents of tlie people 
as (?a})ital because tliey make a profit by tliem. 

So J. 15. Say, after enumerating in sevei’al places the various 
things of whi(di capital consists, includes in it the various 
sciences and professions, and in line, euerptltlnff wliich is em- 
ployed in a productive operation — ‘‘ That is why from the 
moment in wliich this value resides in objects employed in a 
productive ojieration,.! call it a Capital, yfhuXuYev be the objects 
in which it resides.”” 

The qualification “ the result of past labour ” has been added 
by nearly all English writers to the definition of Capital. 
Hieardo says*’— ‘‘ISven in that early state to Avhich Adam Smith 
refers, some capital, though possibly made and accumulated by 
the hunter himself, would be necessary to enable him to kill bis 
' WaiUk of Natiotvs^ J), 

* Ccurs^ Fart c. 8. 

* Fmiciphs of FoUtical Economy ami Taxatim^p. 16, 
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game”; bnt we find no ' explanation of tins word Capital till 
p. 89— ‘VCapital is that part of the WeaUh of a country A\diicli 
is employed in production, and consists of food, clotliing, tools, 
raw matej-ials, inaclunery, &c., necessary to give effect to 
labour.” Bnt Ricardo has not told us what he mcjans by Wealth 
or Pfodnetion, *so that we are really left in the dark on the 
subject. . 

Senior says The term Capital has been so variously 
employed that it may be doubted whetlier it has any received 
meaning. We think, however, in poiuilar acceptation, and 
in that of Economists tljcinselves wluai they are not reminded 
of tlieir definitions, that word signifies nn ortide of 
the result of hu^nav cj^erllou^ employed hi the jyrodncilon or 
distrlhution of weallJu We say tlje result of human exertion 
ill order to exclude those productive instruments to which 
we have given the mime ornalural agents, and wliicli afford not 
profit, in the scientific sense of tliat word, but rent ” 

This delinition of Capital, however, does not agree with wdiat 
Senior said elsewhere, which we have already quoted, that 
Economists are agreed that whatever gives a profit is i>ropevly 
termed Capital, 

Air. J. S. Alill says* — *‘It has been seen in the jweceding 
chapters that besides tlio primary and universal requisites of 
production, labour and mitural agents, there is anolhor requisite 
without Avhicli no jirodnctive operations Ixwond the rude and 
*scanty beginnings of jirimitive indu.stry are possi])I(f: namely, a 
stock previously accumulated of the products of former labour, 
2hls aecniu nlated stoek of the produee of luhour is termed 
Capital, The fiinclion of Capital in jiroiluction, it Is of the 
utmost importancv? thorongldy to uuderstaud, since anunibor of 
the erroneous notions with wliicIi our subject is infested 
originate in an imperfect and confused apprehension of this 
point. 

Capital, by persons w'holly unused to reflect on the subject, 
is supposed to be syuonymous with money. To expose this 
misapprehension w^ouhl be to repeat what lias I>een said in the 
introductory c}nii>ter. Moiu>y is no more synonymous Avith 

^ VoWkal Kc(i7wm.y, p. 

* Frmdptes of rdUktd Itkoimny^ B c, 4. 
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capital than it is with wealth. Money cannot in itself perform 
any part of the office of capital since it can afford no assistance 
to production (?) To do this it must be exchanged for other 
things, and anythinif which is siisccptihle of beimj exidimiged 
for other thuif/s Is capnUe of contributing to produetUm in the 
same degree. What Capital does for production is to aft^rd the 
shelter, ])role(*tion, tools and iiiateri.als which the work requii’cs, 
and to fe(?d and otlierwise maintain the labourers during tho 
process. Ihesc are the services which jjresent labour recpiires 
from past, and from tlic produce of past, lalxiur. Wliatever 
things are doslinod for this use— destined to supply productive 
labour witli these various |>rero(piiKite.s — are CapitaL ^ ^ ^ 

“The distinetion, then, between Capital and not Capital, docs 
not lie ill the kind of commodities, but in the mind of the 
capitalist - -in lus will to employ them for one ptirpose rather 
than for another; and all propca-ty, however ill adapted in itself 
for th(^ use of labourers, is a [)art of ca[>ital as soon as it, or tho 
valvuj to ha received from it, is set apart fur productive employ- 
ment.'^ 

Tims Mr. ]\lill fully agrees in the distinetion that capital is not 
any ()artie\ilar thing, but that whether any article is capital or 
not, entirely dopoials on the method in whicli it is em|)loyed ; 
and he also says that ang thing which can be evchanged, and 
all ])j'o|Kady set ai»art fur firoduction, may lie capital --a<lmissions 
we sliall find Jiereaftcr to bo of the most important consequence. 

AVe need not <juo(o any more writers, as they say nothing 
diffei-ent, l)ut we may gatliei* that, witli few exceptions, they 
acknowledge ihat nothing is absolutely capital, but tliat whether 
it is so or not, depends ujxrn the tnethod of its uso, or employ- 
ment. 

This woulii be perfectly satisfactory as a general definition, 
but it will 1)0 S(‘en, they all clog the definition with the limit- 
ation that it is the fruit of ]>ast lal)Our, Thus we think tho 
spirit of llufse deliiiitions may be expressed thus : — 

Capital Is vnjuJth acenmnUfted from 2>ast labour^ and €m- 
ployed lu a pnrrticular V'ay, 

Now this definition violates the first canon we laid dowm re- 
garding the fbrnuition of conceptions, it is not general, it is 
limited, for it is not W’ealth in general, but wealth the fruit of 
past human labour. 
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The question is to consider whether this limitation is necessary 
and essential, or whetiic^r it is accidental and may be rejected. 

Now we ol»aerve that though it is true that a great portion of 
existing caj)ital may he the result of human labour, it is 
perlectly manifost that the first capital men possessed, was not 
the result of human labour. 

When man >vas first placed upon the earth, it is undoubtedly 
certain that he found tlie means of support already prepared 
for him. This is a conclnsioii that all must agree in. The most 
ardent sticklers for the literal inlerprotatioi» of the first cliaptcr 
of (xenesis, and the most soej>ticai of geologists, arc unanimously 
of opinion, that, however, or wlienever, man a])pearcd on the 
earth, he fo\ind fruits and corn, and cjiitle, and fish, alre<idy on 
the ear Mi prepared for his use. No one can allego tliat tlie first 
cattle, the first fruits, or the first corn Avere the result of human 
labour. 

Mankind, therefore, employing ]>art of these for iimucdiato 
use, and setting aside an<l reserving aiiotlior portion for iiierease, 
for reproduction, for pi-oducing something tor future use, 
immediately turned Mieni into Ca-PITAL, Avhich was not tho 
result of human labour. 

Moreover, though flocks and herds may 1)0 appropriated and 
tended, and may be kept for the juirposo of inci’ease, it seems 
to us to bo a most violent abuse of language to say that cattle, a 
species of capital, — in fact, a corruption of tlie word — are tlie 
fruits of accumulated human labour. 

We may say tlie same of Ifiiit-bearing trees ; they are capital, 
but cannot proper!}', as we think, be called tlie fruits of human 
labour. Tlie same is true of corn, Miougli tliere is more human 
labour employed about that: it seems to us to be an incorrect use 
of language to call corn the result of Iniinan labour. Man indeed 
may plant and water, but is it man who makes the corn grow ? 
Paul may ptant and Apollos may water, but it is God thatgiveth 
the increase. 

Now no doubt it is undeniably true that a great quantity ol 
capital is the result of accunmlate<l liuinau labour: l>ut as wo have 
shewn that all originnl' capital, and a great portion of existing 
capital, is not the result of human labour, it manifestly follows 
that the limitation ‘‘ the accumulation of past human labour,” is 
not the essence, but the accident of capital, and must be rejected 
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from the general definitioTi. Il a very strong instance of the 
great general law in Inductive Lpgic, tlmt in framing conceptions 
and axioms tlie nenailve instance is the stronger of the two. 

In fact it is (jiuto clear that tt) insert the <piali{ication, “ the 
produce? of ]>asl liuinan labour,” is to give a ihscripHon of how 
it Avas got: and many autliors content tliemselvos witli tehing ns 
what tbinu'S they consider to be Capital. Now, Ave do not Avant 
a HcscrfptiOii of how ca]»ilal is got, nor an fjnanerotion of Avhat 
things are Ca|>ital, but avo want a Concei*tio]s^, or Dicfinition, 
of what Caj>iial is. 

AV’'e conclude, therefore, that the definition of Capital must be 
di8cml>arrasscd of the condition with Avldch it is clogged, it is 
the intrusive idea wiiicli must be eliminaUMl, and Ave have as the 
g(‘neral conceidioii of Ca])ital, that it is any Economic Quantity 
used for the pur|>ose of profit. 

We shall find that It, is ol' the greatest importance to the 
right <*omprelu-nsion of the Avbole of Ecoiiomics to ]*nve this 
clearly ninlerstood, and wc shall sec that a great deal of con- 
fusion and misapprelicnsion Ims l>ocn caused i]i the science hf 
this erroneous limitation. Mr. d. S. Mill says that anything 
Avhich may be exchanged may b(‘ ca))it;al in the same Avay that 
money is, ami in s(^\eral places be say>s that bank iiotos uiay be 
capital; and how are bank notes, or crerlit, of Avliich they are 
one form, llte accumulalion of past human labour? There are 
abundance of things Avhich may be exchanged, and A\hich give 
a profit which are in ]io Avay the result of j>ast human labour. 

Mxanimatton of Mr, 3fiirs fonr fimdonuntol propositions 
resj/eMng (htpUal. 

30. ITaving thus obtained a gemiral conception of Capital, 
Ave should Inivo pioceedcil witli tlie exjiosition of the subject, 
but Mr. ]Mili lias laid <lnAvn ^ what he erdls fourMimdamental 
propositions respiM-tiug Capital, Avhich we must exatuirie. 

Tliese four fnndaim ntal jiropo.sition.s are : — 

1. Tliat industry i?? limited by Capital. 

*2. That all Cajfital. is the result of saving. 

a. That although saved, und the result of saving, all Capital 
is neveilheleSKS (xmsumed, /. e., destroyed. 

^ h hidpltsp/ Econ/my^ B. 
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4. That what supports and employs Productive Labour 
is the Capital expended in setting it to work, and not the 
demand of purcluivsers for the produce of the labour Avlien 
completed. Demand fot* commodities is not demand for 
labour. 

Mr. Mill’s first proposition that industry is limited by Oajntal 
is taken from Smith, who says * — Tljc general industry of the 
society never can exceed what the ca])itMl of the society can 
employ. As the number of Avorkmen tliat can be kept in 
em])l<\yra(?nt by any )>articular person must bear a certain 
propo)*tioii to his Cajntal, so tlie nuiiiljor of those that can 
bo continually einidoycd by all the memliers of a great society 
must bear a (certain proj)ortion to tlie whole Ca])ital of that 
60 (*icty, and never can (ixceed that proportion. No regulation 
of commerce (?aii iiicreasij tin? <|UMiit.iiy of industry in any 
society beyond wliat its capital can maintain.” To this wc may 
observe 4hat Smith ('Vprcssly says, as we have seen, that trade 
can be exleuded in ])ropovtion to the stock and the credit of the 
trader, and lie classes pa})er currency under Capital. Now 
in modern times nineteen-tAventieths, or probably it Avould 
be I’ar nearer the truth to say that ninety-nine hundredths 
of industry is carried on by credit. Unless Credit be admitted 
to be Capital this proposition is entirely false. 

AVith respect to the second pro]>osition, that all Capital 
is the result of saving, it has been already dis|»TOved. It is only 
some Capital that is the result of saving, llesidos many other 
things that might be iia]ned, tlu; inJijiitely greater proportion of 
modern comincree is carried on by means of Credit, which we 
shall abundantly shew every Economist, including Mr. Mill, 
declares to be Capital. Now how is Credit the re.salt of 
savbig *? This proixisition is, therefore, not only not fundamental, 
but a])Solutely erroneous. 

The third proposition that although saved, and the result of 
saving, all Capital is imwertheless consumed (/, c., destroyed), is 
if possible even far more erroneous. 

Tlio Duke of Bedford and the Marquis of Westminster are 
the proprietors of vast districts of ground on Avhicli Loudon 
is built. This gi’ound yields them enormous revenues; it is 
therefore capital to them. How is it consumed? 

* ^ Wealth of Nations^ B, TV,, c, 2. 
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The great Joint Stock Banks of England and Scotland trade 
by means of their credit; every witer in the world who knew 
what he was writing about, has fully understood and said that 
the Credit of a Bank is capital to it, because it makes all its 
purchases and all its ju’ofits by means of its Credit. How is its 
credit eonsumetl ? 

A great author w rites a work. The copy right of it is cajutal 
to him, the result of labour; or he sells llie copyright of it. to a 
publisher, and it becomes the publislier’s CMpital. It may no 
doiilit be dostro}'ed by an act of the Legislature ; l>iit how is it 
consumed ? 

A person by liis skill discovers .some A^aliiable trade secret 
which brings liiiii in great proiits. This trade secret is partner- 
ship M.ssets and (*a])ital. Flow is it consnTnc<l ? 

A professional man or a trader buys th(‘ practice or the good- 
will of a business; tliis is capital to him: how is it corisumed? 

The street crossings in London are valuable pro^)erty, or 
estates, just like land. They are l)Onght and vsold ; tl\ey are 
IxMpieathed ; they form the subject of marriage portions ; just 
like oIIkt estates in land. How arc they iho result of saving; 
bow arc they consumed? 

The proprietor of land discovers a mineral spring on liis Land, 
This spring is found to bo b(uielicial in many diseases. I'^oople 
crowd to it, a great diunauvl for houses springs up, ami the land 
prodiuics a large revenue to its owmu*. It is therefore capital. 
How is it the result of saving? The spring Hows on for ever; 
how is it con.^^nmed? 

A Dock, a Canal, or a Railway Company collect subscriptions 
from tlicir Shandiolders ; tl)is is their capital : they then ex]>ond 
that capital in excavating the dock, or tlie canal, or in forming 
the rrdlway. The dock, the canal, ami the railway tlien l>ecome 
their ca|)ital, and no doubt require a certain sum to be cxpen<led 
in maintaining them in re[)air. But liow are they consumed ? 

We mighf give several more instances, if necessary, to shew 
that it is wholly (*rromM>us to say that it is a fimdrunental pro- 
position resj>ectiug capital that all capital is consumed. But tho 
above are (piite sulHcjent to show that it is only a partial truth. 

Mr. Mill’s ft jurth fundamental proposition respecting capital 
is stated thus‘ ; — W' e now pass to a fourth fundamental 

* Book ok, 5, % 9. 
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theorem respecting Capital which is, perhaps, oftener over- 
looked or misconceived than even any of the foregoing. Wliat 
supports and employs ])rodnctive labour is the capital ex})endcd 
in setting it to work, and not the demand of purchasers for the 
produce of the labour when completed. Demand for com- 
moditi(?s is not dciinand for labour.” As the discussion which 
the consideration of this iwoposition gives rise to seems to us 
to belong more properly to the reniuneration of labour, we shall^ 
defer it till the Chapter on Wages. 


Oil Fixed and Floaluuj CajntaL 

31. The. true delinition of Oa)utaI, then, is any Economic 
Quantity whatsoever use<l ibr tlie purpose of profit. But eajntal 
itself may be used in two difterent ways so as to produce a 
j)rofit. It may eillua* remain in the owner’s possession, — and 
then it is usually calUul Imxeo Capital — or he may part with 
the possession of it, and it may l^o replaced to'him with a profit; 
in tliiK case it is called Fr.oATiN*; or Ciuculating Capital. 

Smith, B. in, o. i,, enunuM'ates four Ri>eeies of tixe<l capital. 
1st, Useful machines and instrnments of trade; 2ndly. Build- 
ings used in all sorts of trade; 3rdly. Improvements of land; 
4thly. The acquired and uselVil abilities of the members of the 
Society. 

lie also enumerates four species of floating capital. 1st. The 
money by means of whicli the otiier thi^ee are <‘irculated and 
distributed to their proper consumers; 2n(lly. Thp stock orj>ro- 
visions in the hands of various dealers; 3rdly. The materials 
in the hands of different Avork-pcoplc to be made up; 4thly. 
The same materials when made up into finished products and 
ready for sale. 

It is clear that this enumeration is very far from being com- 
plete, because tliere arc many species of property omitted, which 
yet are capital. But under the term floating capital he enume- 
rates money. And under the term money, he always includes 
paper money of all sorts and descri|)tions. Since Smith’s day 
a distinction has arisen between “paper money” and “paper 
currency,” but he always includes every species of paper under 
the, tem money, or the wheel of circulation, whicli he terms 
floating capital. Now this paper currency is simply Credit, 
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And hence we see that Smith expressly enumerates credit under 
the title of capital. 

It is clear that if the return be made in one operation, it must 
include the wliole sum necess:iry to replace the article, as well 
as the intended profits. But if the return be made by instal- 
ments at fi.ved ])oriods, say a year, each instalment rnusf consist 
of a sum i)anly to replace the deterioration of the article itself 
(luring tliat period, and partly to form the excess, or profit, of 
the cnj>itali.st, so at llie end of the term, when the article is 
worn out, the sum of all those instalments should be sufficient to 
replace the original article together wdtli the profits. 

It is clearly' t.o be inulerstood, tiud it is according to the 
intention of the pcu'soii who produces an article, and the purpose 
for which it is productMl, that it receive.s either of these names, 
and not according to the nature of the article itself. The same 
article may recoivo difterent names, according as it passes to 
(liirerent owners, wlio produce it, or cause it to be producaiid for 
different purport's! TIu‘ same arti(‘lc may hufloaihuj capital in 
the hands of one man, and. /?'.>>:!(? capital in the hands of its next 
possessor, if the first j)roduces it for the purpose of selling it, 
and the second purchases it for the purpose of deriving au 
income from its use. 

This distinction may also be stated thus. That if the whole 
price of the article is paid out of llie current income of tlie 
country, it Ufloatm(f mpila]\ but if only the int(‘rc.st, or revenuo 
derived from its use, then it is /wjrZ capltaL This distinction 
is often overlookc^d, and the term fixed ca.j)jtal is apidied to 
articles of a certain nature, and iloating capital to articles of 
another nature. Thus, Iiouses and lands, inaohinory, railways, 
and ships are frequently termed lixeil capital. But this is ex- 
tremely^ eiTOiieous. If a ])erson employes his capital in building 
bouses for the' purpose of selling them iinmo(iiately, they aro 
floating capital in Ins hands, for their price is paid in one opera- 
tion. But if another man buys them for the purpose of letting 
them out to tenants, and so only deriving a revenue from his 
cajutal, they become fixed capital in his Lands. Many persons 
buy land on si)eculatIon, for the purpose of selling it again at a 
profit. TIio land in tlic hands of these jobbers is^floatinff capital.^ 
but if another buys that land for the purpose of letting it out to 
farmers, or cultivating it himself, and so only making a revenue 
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of it, it becomes capital to him. So with machinery ; to 
the inacliine maker, wlio makes it for the purpose of selling it to 
the nijuiufacturer, it is floating capital. In the hands of the 
manufacturer, who buys it for the purpose of increasing the 
quantity of his productions by its use, and so only making a 
profit of it, it bocoines Jixed capitaL Hence, we may state 
generally, that all articles, \vhatever be their nature, while they 
arc in the hands of a person Avho deals in tliein, that is who pro- 
duces or buys them for the purpose of selling them again, as 
soon as he can, are ftoatbuj capital . As soon as they pass into 
the hands of a person wIjo only jnakes a profit by interest 
derivable from tlieir use, they iwe Jixed capital, 

TJio articles we have just mentioned are, it is true, generally 
produced witli the intention of their ultimately becoming fixed 
capital, but we have shown that tliey may, or tliey may not, be 
fixed capital, when they are produced, according to different 
circumstances ; and, unless we know what those circumstances 
are, it is impossible to <lecide wdiudi name is to be given to them. 
It may also be easily shown Iioav avticlos which arc usually classed 
as floating capital may become fixed capital. Furniture and 
clothes would usually be terjnod floating capital, because they 
are generally made for the purpost? of being* sold. But if a 
person made them for the purpose of only letting thorn out for 
hire, they wmvild become fixed capital iji his hands. An ordinary 
tailor usually makes clothes to bo sold to his customers, so they 
are floating capital to him. But in the hainls of Nathan, who 
lets out uniforms and dresses for particular occasions, they 
become fixeil capital, just as much as a house or a mill. So, if 
a cabinet-maker luakos furniture, for the purpose of letting it out 
for hire, tliat furuiture is as ixxxxchf xed caplud as any railway. 

We thus see how improper it is to a[)i»ly the term cither of 
floating or fixed capital to any object, whatever be its nature, 
unless we know the intention of its owner in using it. And 
unless an article is im^ajiable of being applied to more tlian one 
of these purposes, it is hot correct to call it by either name. 
There are very few articles to which tlie name of fixed capital 
^ may be invariably applied, the only one to which it is necessarily 
applied is the knowledge, skill, and capacity of an individual. 
Those to which it may be applied with the least risk of error are 
Railways, Canals, Docks, and agricultural improvements. The 
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instances are very rare in wliioli such things as Railways, &c., 
are made for the purpose of being sold. If that did ha|)pen, 
they would have to be called floating capital, in the hands of 
such a person or com|)Mny. So that wc jiiay safely say that there 
are no articles whioli are necessarily fixed capital. Nor are 
there any wliich are necessarily floating ca]>ital. The mode of 
expcn<ling capital, whicli is almost invariably floating capital, is 
the wages of labour. In all ordinary cases in this country, the 
wages of labour are floating capital. l>ut in slave countries the 
case is diflerent. There tiie slaves are fixed capital. The same 
tiling occurs in this country, where l)eopje sonietinies enter, as it 
were, into a species of modiiied servitude. Sometimes people 
hire themselves out to others for a certain period, who are ah 
flowed to let them out for particular occasions, and I'cceive the 
money for tlieir performances. Thus, it is not unusual for the 
most eminent singers and musicians to agree to serve the large 
music-sellers for a definite period, during whicli their employer 
has tlie right to let them out on occasions, just like instruments 
or plate. 

To the capitalisl. who lives luenrly on the profits of his capital, 
it may make very little <iifierence wliethcr he reaps that profit 
in one operation or in many, as the result must always be the 
same to him in the end. But to the class of ptirsons who live by 
their daily labour — tlie workmen in bis business— the eliflertuioe 
in the mode oi‘(*m ploying cajutal is of vital importaiKio. 'J'hus, if 
the builder of a sliip iikmhs to sell it iminediMtely, and be paid 
the whole pi*ice of it at onc<^, ho w-ill emjjloy that money in 
building another ship, and the full amount of the price of the 
ship, deducting the [lart whiidi goes to support himself, will be 
expended in tlie wages of the shipwrights, and on the producers 
of llie materials for the new ship. In this case it is floating 
ca})ital. liut if the builder of the ship means only to let it out 
for hii-e, and reex ive a periodical instalmeut for its use, he cau 
only employ the part of that instalment which represents its 
deterioration in building a new ship ; consequently, if he changes 
the nature of his business very .suddenly, tliat is, if he suddenly 
turns his floating into fixed capital, the fund applicable to the 
promotion of labour will be greatly diminished, and it must infal- 
libly cause great distress among the persons who were dependent 
on him for their support. By seeking other employments they 
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may, perhaps, ultimately be as well off as l)efore ; but it is quite 
clear that if a large number of persons have been accustomed to 
have a particular kind of labour found for them, any smlden 
change by which the system is disorganized, must produce at 
least temporary distress. It might bo said that the capital of 
the purrfiaser of the ship, instead of going to the builder of the 
ship, and being spent among that class of workmen, might he 
em|)loyed in enconraging other species of industry, so tliat the 
result to the wliolo community would be the same. But the 
overthrow of any system upon which a great number of people 
de[)end, must be followed by much suffering. It a})j)eni*s tlien, 
that the conversion of floating into fixe<t capital, refpiires to be 
done with great <;antion, and only in certain <pi:in titles, to avoid 
its being injurious to the interests of large classes of j)ersons. 
And if a large class of the public are seized witli a sudden mania 
to convert an iinusnal (juantity of theii* floating into fixed capital, 
it must inefitably be followed by at least temporary distress. 

32. We have observed that, if the owner of an article disposes 
of its use for ever, or sells it, the should be sutlicient to 
replace the article, together with the profi(.s. AVhen he only lets 
it, the rent or hire is composed of one part for tlie deterioi'aliou 
of the article, and the other for the necessary jirotlts. From this 
it Ibllows, that the more permanent the article is, the lower will 
be the rent, or hire, compared to the price, liecause, assuming 
the ])rofits to be the same, tlie deterioration is Jess during any 
given time. If it be of a jierishable natun;, the hire will lie high 
compared to the price, because tlio deterioration will be gveat. 
A few cases will verify this remark. The rent of land is very 
low, compared with its price, usually not more than 3 or 4 per 
cent., because, among other reasons, the deterioration is very 
sm*all. The rent of houses is much greater compared to their 
price, usually 7^ or 8 per cent., because the deterioration is 
greater; the hire of furniture is considerably more, usually 15 
or 20 per cent., because the deterioration is greater still, and so 
on, so that the hire must always be greater as the deterioration 
increases. From this it follows, that the hire of ariy article is 
by no means proportional to its value. Some importmit questions 
connected, with these considerations wrill occur hereafter. 



240 


PRINCIPLES OF ECONOMICS. [Chap. IV. 

On PnoDTOTTON and Con^sumptiok. 

S3. The words l^roduetimi and Consumption are two of the 
leading fundamental ooneej>tions of Economics, and are always 
used as correlatives. It is said that Consumptiou is the end of 
all Production. Put unfortunately the meaning of neither word 
is settled, so that it is impossible to aftix any meaning to the 
proposition, and both words are often used in senses wliich are 
manifestly inadmissible 

We have already seen that by Production, the Physiocrates 
meant the oluaining all .sorts ot proibice fi*oin the earlli, and 
bringing it into comnnu-ce. After pas.sing tbrougli various 
stages which they called Distrihution, it passed into the liands 
of the final piircliasca*, wlio bought it for nse and enjoyment. 
This final purchase the Physiocrates called the Acheteur-Gon- 
somrnutivr. 

But as tlie Physiocrates miiint.nined that all prodii?ts are ulti- 
mately exchanged against products, tlie AchetrM)'- CrmHormnatenr 
of one product must liave buuio jiroduct of his own to olfer in 
exchange for it. The complete exclmnge of one product against 
another product they called Commerce, or Excliange. 

They hehP that money is of no use but to facilitate the ex- 
change of [iroducts: being itself only an interme<liate pledge 
between buying and selling. That commerce by the intervention 
of money is incomplete^: in an exchange, things are consumed 
(consommes) on each side; they are wliat people ^vish to enjoy. 
In a sale it is only the purchaser who liillils his object, but all 
is not finished for the seller: the money lie receives is not a him 
capable of being enjoy(*d : he mu.st in his turn become a buyer. 
All Exchange arrives directly at its oliject which is coTisumptiori 
(consoniniationj ; Imt a contract in which money intervenes is 
not coiKSuinmated, or completed, or perfected (consomme)^ be- 
cause the seller must become a buyer. To arrive at the con- 
summation, or complotiou (cmisommation) there are required 
four terms and three contractors. 

Consumption is the measure of reproduction, because pro- 
ducts which remain without consumption degenerate iiito 
superfluities without value. 

1 Qneana-f ; Innhgm mrlcsi tr a miux des artisans, 

^ Le Tiosne; I)e VirderH aodal^ ch. ii! 
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We thereforo see clearly what the Physiocrates meant ])y 
Production and Consumption, and an Exchange or Commej ce : 
CoimnercG being tiie complete passage of a product from 
the place of jn’oduction to the place of consumption ; from the 
first seller to the last biiyer-consumor (iioheXmr-conmmmaleur^ ^ 

The Physiocrates held all labour, except only agricultural, to 
be sterile and un]>roductivc, because it did not increase the 
quantity of material products: and that neither labour nor 
commerce enrich a state. 

But Beccaria (n09) and Verri (1772) in Italy; Smith (1776) 
in England ; and Condillac (1776) in Framie rose up against the 
doctrine that manutactures and coinmei-ce are not productive of 
wealth. 

Now it is clear tliat the words Ih’oduction and Consumption, 
as liitlierto used, are co!U|)lex terms, involving several ideas; 
ami we must now, in accordance with tlie canons we laid down 
coTioerning the formation of General Conceptions, ascertain the 
single general idea which each of them represents. 

On Pkoi>l'ctton, 

Smith says that Capital may be employed productively in 
four different ways, and that all persons who arc engaged in 
these operations are productive labourers, * But, unfortunately, 
though he enuiiieratos several methods of employing capital 
productively, and several classes of persons whom he denomi- 
nates labourers, lie gives no ihjhiliion of what Pro- 

duction is, and we shall have to shew lici'eafter that he is very 
inconsistent Vvith liimself on the snbjeet of Prodiiclivo Labour. 

J. B. Say rightly ado]>ted the exfemlod meaning of pro- 
ductive labour given by Smith and Condillac, and felt it neces- 
sary to enlarge the original definition of tlie word, lie says '*: — 
cannot create objects: the mass of matter of whicli the 
world is composed can neillier be incrc'used nor diminished. 
All that wc can do is to reproduce those matters umlor another 
form, whicli makes them fit for some jnirposo which they had 
not before. Henco there is creation, not of luatter, but of 
utility, and as tins utility gives them value, tliere is Pi'odHd.lon 
Weedth, 

*<This is the meaning of Production in Political Econoinv, 

mVr dfi la RirUre ; L'ordre nntnrd (Us poUtique^f^ ch. x'li. 

s fionje /■/■., f‘/». ^ Trnif4\ /tuoh t'h~. 1. 

' 3 ^ ' 
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aiul in this work. Production is not the creation, of matter, but 
the creation of utility. It is not measured by the length, t ho 
volume, or the weight of the product, but by the utility which 
has been conterreJ. Tiicre is liion truly Productioii ot Wealth, 
where there is creation or iLu-ri'ase of utility. ’ 

Say also ad('>pts Smiilfs enumeration of rroductivo hilxmrers, 
agriculturiil, nianufaeturiiig, and conjiuercial : and ho says that 
commercial industry conliiKmles to juauhiction l)y raising the 
value of a product hy it.s transport from one j>laco to another. 

So again lie says* that l^roduction is to give a recognized 
value to anyiliing wliicli Thakes it ca]>abie of procuring some- 
thing else in evehangt' of eMjual vann‘; and that, coinnun'cial pro- 
diK*ti<>n is the crerOion of a value' oluained by the tr.an.sport or 
the div'-t ribut i(.in to con'^nmors of ju'oduct.''' already existing. 

So again he savs * — We cannot bring out of nothing a single 
particle tif matter; we cannot (•\en send ba(‘k a sitigle particle 
into nothing ; Vuit we can call out of nothing tl)e <]ualitie.s which 
make matter, wliich had no value previously, acquire a value, 
and become wealth. It is in this that Production consists in 
Polit.i<‘;il Kcori'miy. Tiu're is the miracle of human industry ; 
and the things to wliicli value is thus given are termoil Products. 

‘‘To create' products, not being aide to create matter, the 
actioti of industry is noia'ssarily confined to sej^avaling, com- 
biiiiTig, and transjiorting the molecules r>f which it is composed. 
It changes the state of matter, and that is all: and by this 
change of state it makes it lit to servo us.” 

Now so far as regards matter ami mate]*ial products, this is 
iindoubto<lly true: lail J. J>. »Say him.s< If makes immaterial pro- 
ducts an integral part ol' KcoTi<»inic.s, ami treats thcju as Wealth 
and Cajutal, Just in the sanui manner a.s material products, llo 
says that the sciences, and talent.s of ju'ofessional men, are capital 
which give a revenue, and how are tbese sciences and talents 
formed out of tlie particles of matter? They are the pure 
products of thought;. I5ut those wlio i>rovidc them when they 
are wanted, are ct idcnlly as much producers as the producers of 
material products. 

Say also .'ulmiis Kighl.s, such as Commercial Obligations of 
all sorts, Copyrights. d:c., to be Wealth: but how' are these 
Rights formed out of panicies of matter ? 

i at the oj the TrmU* « CWr#, Vart L; Viv, 2.^ cL IV, 
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Mr. Mill says ‘ The production of wealth : the extraction of 
the iustraments of human subsistence and enjoyment from the 
materials of the globe.” And though, the first book of his 
work is devoted to Production, he gives no farther definition of 
it. In it he enumerates the dillereut kind of labourers whom 
he consWers to be productive. However, iti a subsequent part 
of his work he a«lmits that transport in commerce is one species 
of prodiKjtion — He says'** — “ Improvements in production ; iindor- 
statiding the last expression in its widest .s(?nse to include the 
process of procuring commodities from a distance, as well as 
that of producing them.” 

So Mai thus defines Pro<l action to be* — “The creation of 
objects wliicli constitate wealth.” 

So Destntt d<? Tracy says'* — “Not only can we never create 
anyiliitig, but it is iinpossilde for us to conceive wliat it is to 
create or to arinUiilate^ if we rigorously understand V)y the 
words to Tna.ke something out of notliing, or t<> reduce somc- 
tlting to nothing; for W(‘ h:iv<3 never seen anvlhing come out, of 
nothing, or return to it. Tlienct* the axiom admitted by all 
aiiti(iuity — Nothing can come from nothing, and Nothing can 
go back into nothing. Wlnat, then, do we <lo l>y our labour, 
by our action on all the things which surround us? Never any- 
thing but etleetirig on Utose things changes ot‘ form, or jdace, 
which a]>ply them to our \ise, and wliieh make them useful to 
the satisfaction of our wants. That is wimt we musi undiir- 
Btand by Proditehitj ^ it is to give things a utility tliey had not 
before. Whatever our labour may be if it does not result in a 
utility it is unfVuitfui ; if it results in one it is productive.” 

We n(?ed not give any more extracts, because it is certain 
that those siifficrontly represent tlio general use of the word 
Production by Economical writers. Now' ’wo observe that the 
general drift of all these discussions on production is to consider 
the process by which the product is obtained. Now if this 
were a true view of tlie Economic meaning of Produrthn, it 
wojuhl f dlow that when wo treated of the “ Production of 
Wealth ” in Economics, we should have to investigate the W'hole 
science and art of agriculture, of mining, and all the processes 

1 PreJminary Remarks, ^ Booh IV.^ c. Z, % ] , 

8 DefihitioM in Political Economy, p, 235. 

^ Traili d^eoonomie jpoliiiq}t€, p, 

»2 
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in manufiiotnrcs of every description, and all trades, because 
all tliese things are the production of wealth according to the 
definiliou given above. But this is a complete error* Every 
Economist would at once say that this is a complete misconcep- 
tion of the subject. Economics has nothing to do with any ot 
the processes of agriculture, mining, manufacturing t>r the 
handicraft of any workman, but only with the value ot the pro* 
duct when obtained. A pr*>duct does not enter into the science 
of Economics until it enters into commerce, and seeks to be ex- 
changed, and the sole ]>urport and aim of Economics is to 
determine the relative quantities of other ])rodiicts it can bo ex- 
change/l for. Tlu‘ earlu^st Economists ovei* and over again said 
that the science has nothing to do with products which are 
obtained and cnjoye<l by their producers Avithout being ex- 
change'!. And Whatcly Basliat*, and already quoted, 

clearly enforce the same d')ctrine. V>y dwelling so much, there* 
fore, on tlie process of obtaining products, these Kcouomists have 
given a Avrong direeliou to tiu* ideas of their readers, so far aa 
regards liconornics, and Ave must now ascertain what is the true 
Economic ui(‘aiiiiig of Production. 

To ascertain this, we have only to look at the primary and 
original moaning of Producere in Latin: it is to Iea<l or bring 
forth; and it is the technical word, used for avpomig to sale. 
Thus Terence, EuauchuSj Act 1., sc, 2, 1. 55, saVrS : — 

Prcliinu sju-rana illico 
Pkodtott: vendit.-’ 

Hoping for a good prlce^ offers her therefor sale ; sells her. 

Again in the Ilcf niton TimorumcnoSy Act I., sc. 1, 1. 00 : 

‘‘Aiicillas, servos ♦ * 

Omucs i»nonijxf, ac vcndkli.” 

AM the shwes, nude and femnle^ I offer caI for sale, and sold. 

So also Suetonius, De illns. gram, c 4, says:— “Quum femilia 
alicujus venalis producerotiir ang one\s household 

slaves were offered for sale. 

And the origiiial s<mse of Produce in English is exactly tlio 
same as in Latin. II. is to draw fortli, to cans© to com© near. 
11ms in Isaiah xli., 21, it i.s “ Produce your cause, salth 

lf». 100. 101. ;l 122. 
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the Lord ; bring forth your strong reasons, says the King of 
Jacob.’’ And the marginal* note says, “ Produce — cause to come 
near.” 

So Sliakcspeare says — tTulius Cc^sar, Act III., sc. 1 : — 

Antony. “ That’s' all I seek: 

And am moreover suitor thivt I may 
Produck liis l)ody to the market place. 

So in ieryr, Act 5, so, 3 : — 

« • 

Aid, Pkoducr their bodies, be they alive or dead. 

So to prcxluce a tiling is sini|dy to bring it forward, and place 
it where it is wanted. If a w'itnc'^s is told produm a deinl or 
other ‘dociinient m court, it means iliat he is to bring it into 
court and |»lace it there. So a gaoler is ordered io produce the 
body of his prisoner in court, wbicli means that he is to place 
him there: so a cause may ho adjourned for the production of a 
witness or a ‘document : and this meaning is so conimou that it 
reijuires no more exaniplos to illustrate it. 

In the universal language of Comniereo the Producer is the 
person wiio ofters any article for sale. When it is said that the 
turn of the market is in favour of, or against, the Producer, it 
means that it is for or against the seller. 

So also in French the primary and original meaning of 
Produire is Pousscr en aimnt ; and of Production is Action de 
produire^ de mettre cn avanL 

And this is the true meaning of the words Produce and 
Production in Econorni<S, Tliey mean to bring into the market 
and offer for sale or exchange. Economics has nothing to do 
with any fjuantity whatever exce|>t so far as it is ottered for 
sale; and any person who offers anything for sale is, in 
Plconomics, a Producer, no matter how ho came by it; and 
whatever quantity is offered for sale is a product, whatever its 
nature. 

Thus Agriculturists, Miimrs, Fishermen, TTunters are pro- 
ducers, because, knowing that people require food, clothing, 
and fuel, they bestow their labour in obtaining corn, and cuttle, 
and fish, and Opals, iron, &o,, and offer those things in exchange 
for something else. 

^Littre; Dlctionnoirc dc In Lav^uc Fraucaise, 
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So Manufacturers and Artisans of all sorts aro Producers, 
because, knowing that the raw produce of the earth is scarcely 
ever fit for human use in its primiiivc state, they purchase this 
raw produce froni tlic first Froduoors of it, and bestow their 
labour in manufacturing or fashioning it in all sorts of different 
ways; in grinding the corn into Hour, or in baking the flour 
into bread, or in weaving the avooI from the flock, or in any 
other of the countless [rrocesses of the arts, and thep ofler the 
manufactured or fashioned product in exchange for something 
else. 

So Mereliants, Wholesale and Potail Dealers, aro Producers, 
because, know'iiig tiiat the ]>eo|>]c of one country Avant the 
products growm in other countries, or that people in one place 
want the things grown or mnnuthetured or faslnoncd in another, 
they bestow their labour iu transporling things from one country 
to another, or IVom one place to anollMn’, and ofier the things 
they have tluis bronglit in ex(‘hange for sonietinng else. 

lienee ail production is summed ii[) in platting an object 
where it is r<i(piired. So far as regards the customer who w ants 
the article, the tradesman in wliose shop 1 k 5 limls it is the Pro- 
ducer. What difference <‘an it m.-ike whether that tradesman 
paid wages to workmen iu Ins direct employment, and carried 
the articie. from his w'orksliop to Ids coiniter, or j>ays an inde- 
pendent manufacturer 300 miles off, and has it Iratisported to 
his own sliop? 

But man has many other wants besides pliysioal ones which 
can beg)’a.tifi(*d with material sul>.stancffs. fie Avants services and 
enjoyments of many kinds, and lie is Avilling to give, something 
in excinange for, or to pay for tbes(3 services and enjoyments ; 
and those persons avIhj can ix^nder these services or snj>ply these 
cnjoynuaits arc* c^pially Producers as tiio.se who produce material 
suVist a iic.es. 

Thus men want to be protected in llieir legal rights, and to 
have disputes arnmig tlicm scUlcrl, or to ho healed of diseases, or 
services of nniriy otlun* descriptions too long to enumerate : and 
so Some men bestow their labour in acquiring a knowledge of 
law, of niedicine, of civil engineering, and all the otlicr various 
pnifessions and scienoes, and arc ready io produce or offer these 
•‘^vTvices iu exciirtngc for something else. 
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So people like the enjoyment of seeing acting and dancing, or 
hearing music, and therefore some men bestow their labour in 
acquiring skill in these things, and offer them in exchange for 
payment. 

Now the meaning of every term must be fixed and appropriated 
in cve»y science in a manner wliich is suitable to that science, 
and nothing is more common than for tlie same word to liave 
different technical senses in difierent sciences ; and therefore we 
say that, though in treating of the art of agriculture, mining, 
and tlie various manufactures and trad(‘.s, the word production 
may tie very aptly a|)|»lied to the various processes of the 
differimt trades, yet sucli a moaning is not suilable to the 
science of Kconomics; ami that the only true meaning of 

Produce in Pcoiiomics is to ofier for saU^; and that the true 
Economic moaning of “ l?roductiou ” is olVeriiig for sale. 

A great poet may produce, a great pooni ; a great artist may 
a great picture; a great sculptor mny produce a great 
statue ; we may estimate their merits most highly — they may 
be classed among the brightest pnxlucts of human genius: but 
how are we to estimate their money value? Now though the 
poem, the picture, the statue may be })roduced in nature, or 
called into existence, they are not prrxluccd in Economies until 
they are brought into the market and ullered for sale.- 


On Coxsi.MPTiox. 

The word Consumption as hitherto used in Ecmiomics, is also 
a Com))kiX teavm, iV>r wliile pruduetion was usoil to me-ari obtain- 
ing a product and bri!)giiig itr into cummcrce, Cousuniption, or 
Consominatioii as the Erench word is, was us(h\ by the Physlo- 
crates to mean [mrcliasing a product, taking it out of commerce, 
and \ising or enjoying it. Awd as a consideralde part of 
Economical ])roducts were the fruits of the* oartli, u hich are de- 
stroyed in their use ami enjoyment, this secondary and accidental 
sense of destruction came to be considered as tlie primary one. 

Smith uses the words consume,’’ “ consumption ” and con- 
eumable goods,” l)ut, as usual, gives no definition of what he 
means by them. The introduction to the Wealth of J^ations 
opens thus — ‘‘The annual labour of every nation is the fund 
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which originally supplies it with ail the necessaries and con- 
veniences of life wJiicli it annually co7immeSy and which consist 
always either in the inrmcdiato j>rodnce of that labour, or in 
what is purchased n ith that produce from other nations. 

According, therefore, as this produce, or what is purchased 
with it, bears a groatcu* or smaller proportion to the number of 
those who are to consume it, the nation will be better or Averse 
suppliotl with all the necessaries and conveuiences few* which it 
has octrasion."’ 

In Book II,, oh. 1, he says that when a man possesses suffi- 
cient stock to maintain him for months, or years, he “ naturally 
endeavours to derive a revenue from the greater part of it, re- 
serving only so much for his immediaU* cotisumption^ nv^Y 
maintain liim till this revenue l)Ogins to come in.’’ 

Ho also says in tlie same chapter that as tloating capital is to 
be classed “money, l)y ineans of wliich all the other llirce, arc 
circulated and dlstrihutcd to tlieir proper consurncj's,^’^ 

In cliap. ii. of the same Bc)ok he says: — “Though the weekly 
or yearly revenue of all the different inhabitants of every country 
in the same manner may b(?, anti in reality fre<pieritly is, paic.l to 
them in money ; their real riches, liuwever, the real weekly or 
yearly revenue of all of them taken together, must always be gi^eat 
or small in [)roj)ortion to the quantity of eonsiinKMc goods which 
they can all of tlieni purchase with this money. The whole 
revenue of all of them taken together is evidently not equal to 
both the money and the consumalde goods^ but only to one or 
other of these two values, and to the latter more properly than 
to the former. 

“ Though we frc<juently, tlierefore, express a person’s revenue 
by the metal pieces which are aniuiully paid to him, it is because 
the amount of tliese pieces regulates the extent of his power of 
purchasing, or tiie value of iIjo goods Avbich he can annually 
afford to consume. We still consider las revenue as consisting 
in this power par chasing or consuming^ and not in the piecest 
, Avhlch ciuivey it.'’ 

Ar.d further on in the same chapter, after sheAving that the 
use of money is to ciiculate, and dktribiiU these consumable 
goods to their piopor owners, speaking of a banke^V notes, he 
says ibat;-— “The same exchanges may be made, the same 
tity of coimmirMc goodss \\v^^ circulated and distributed to 
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their proper coyisimers by means of his promissory notes to the 
value of £100,000, as by an equjil value of gold and silver?’ 

In Book IV. ch. 8, he says — ‘‘Consumption is the sole end 
and purpose of ail Production ; and the interest of the producer 
ought to be attended to only so far as it may be necessary for 
pfouKTting that of the consumer. The maxim is so perfectly 
self-evident, that it would be absurd to attempt to prove it. 
But in tlie mercantile system, the interest of the consumer is 
almost constantly sacriiiced to that of the producer; and it 
seems to consider production, and not consuni])lion, as the ulti- 
mate end and object of all industry and commerce.” And in a 
great number of oilier passages, which we need not quote, Smith 
evidently means the purchaser by tlie word consumer. 

J. hi. Say says' — “The reader must understand that as Pro- 
duction is not the creation of matter, but the creation of utiliiy^ 
so consumption is not the destruction of matter, but the destruc- 
tion of utility. The utility of a thing once destroyed, the first 
foundation of its value, which made it be sought for, wliich 
establislies the demand tor it, is destroyed. Thenceforth it has 
no value ; it is not a portion of wealth. 

“Ileuce, to consume (consommer)^ to destroy the vedue of 
things^ to annihilate their valuCj are expres»sions whoso meaning 
is absolutely the same, and corresponds to tliat of the words 
produce, give ^UilUy, create value, whose meaning is also the 
same. 

“All consumption, being the destruction of value, is not 
measured by the volume, the number, or the weight of the 
products consumed, but by their value,” and so on. 

Again he says ’ : — 

CoNsoMMATEUR I Is he who destroys the value of a product, 
either to produce another, or to satisfy his tastes or wants. 

CoNSOMMATiON : Consommer: to consume (consornmer) is to 
destroy the value of a thing, or a porliou of its value, by de- 
stroying the utility which it had, or a portion of that utility. 

We cannot consume {consornmer) that which cannot be 
destroyed. Thus we can consume the service of an industry, 
and not the industrial faculty which has rendered this service: 
the service of l»nd, but not the land itself. 

^ ' Traitfyiliu, IJL^chA, 

^ Eintcm attKecndo/tkc Tnute. 
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** A value caimot be consumed twice; for to fiay that a thing 
is consumed is to say that it does not exist any more. 

‘‘Everything which is produced is corisumod; therefore every 
value created is destroyed, and was only created to be 
destroyed.” 

Again ho says * — “ The most immediate effect of evoi»y kind 
of consumption (<ionsommation) is the loss of value and 
therefore of wealth, which follows for the posessor of the 
product consumed {consoynnK^, This effect is constant, 
inevitalde, and we must never lose sight of it in reasoning on 
these matters. A ]>i*r)duct consumed {consoinrai ) is a value lost 
for all tlie world and for ever.” 

And this nioaning of consumption as destruction has been 
widely adopted by writers. Thus ifalthus say»s^: — “CW- 
suniptlon ; the de.st ruction, wholly or in i>art, of any portions of 
■wealth;” and “Consumption is the great |)urpose and end of all 
jH’oduction.” 

So McCulloch says : — “l>y consumption is meant the annihi- 
lation of tliose r[ualilies which render conimoditiijs useful or 
desirable. To consume tlie prodinds of art and industry is to 
deprive the matter of whhdx they consist of utility, arnl con- 
soqucntly of tlu^ exchangeable value c‘>mrnunieated to it by 
labour. Consumption is, in fact, the end and objiict of human 
exertion; and when a commodity is in a (it state to be used, if 
its consum]>tion be defcrnMl, a loss is incurred,”^ 

To this, Senior has wdl answered^ — “ Tiiat almost all that is 
produced is destroyed, is true ; but we cannot admit that it is 
produced for tlie |)iii po,se of lioing destroyed. It is produced 
for the purpose of btfing ina<le. use of. Its destruction is an in- 
cident to its use, not only not intended, but as far as ])Ossible 
avoided. In fact there are .some lljiiigs wliich seem unsuscejitiblc 
of destruction, except by accidental injury. A .statue in a 
gallery, or a medal, <h' a gem in a cabinet may be preserved for 
centuries wUbout apparent deterioration. There .are others, 
such a.s food and fuel wiilch perish in the very act rd* using them, 
and licnce as these are the most essential commodities, the word 
consurnplion has })ceri apjdied universally as expressing the 
making use of anything. Ibit the bulk of commodities are (le- 

I Traill, L, 11 J., * Dejiiiti&mi on Polilical JHcononiy, p, 2*45^. 

* PrinapUs of PoUikal p. 611. * PoliticiU I’wnowiy, j|>, 64, 
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fltroyed by those numerous gradual agents which we call collec- 
tively thne^ and the notion of which we strive to retard.' If it 
bo true that consumption is the^ olyect of all production, the in- 
habitant of a house must be termed its con.sumer, but it would 
be strange to call him its destroyer; since it would uTiqiics- 
tionaUy i)e destroyed much sooner if iininhubited. It would be 
an imj>rovenieiit in the Intiguagc of l\)litical Economy if the 
expression Ho use’ could be substituted for that ‘ to consume.’” 
At p. 14 Senior observes tliat ‘‘Demand is sometimes used as 
synonymous with oons\implion.” 

In fact it is astonishing that men of ability should maintain 
such a monstrous paradox as that everything which is produced 
is destroyed; that it i^s only producer I fur ilie purpose of being 
destroyed ; and that if it is not destroyed, a loss is incurred. 

An arcliit(‘cl Imilds a sjjlendid Pala(‘A>. lie, the builders, and 
the workmen, are, in the language of Economists, 
the palace is a produet ; are palaces prodncaal lor trjc pur|»ose of 
being destroyed ; and is a loss incurved if they are not destroyed 
immediately the*y are j>n>duced ? 

Am artist a great picture : does he produce it for the 

purpose of destroying it? And is loss incurred if it is not 
destroyed as soon a.s producc«l? 

A sculptor a great statue: docs he produce it for 

the purjjose of its being dc’stroyed? And is a loss incurred if 
it is not broken in pieces immediately that it is produced? 

J. B. Say says ’ — ‘‘ ^I’he Itlnglish succeed iu making very fine 
glass for mirrors, and coull su]»]>]y’^ tlu*m at a very moderate 
price, if the ('normous duties laid on the manulacture of glass 
in England, did not raise the product to a price which many 
cojisumers {eonsommnteurs) camn.»t airord.” 

Now did the Consumers of the mirrors smash them? Were 
the mirrors produced for the ]mrpose (.»f being smaslied? And 
was a loss incurred if they were not smashed immediat('ly tliey’' 
were produced? 

It is said in Gil Bias, B. iv., c. G. — “ A book in great ost(?em 
among the students who have already consumed {consomme) 
four editions of it,” Now did the Htudents buy these four 
seditious for the purpose of destroying them? 

^ Cotirs, }Hirt JIf., ch. 3. 
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Johnson explaining the elementary principles of trade to 
Pr. Wcthorcll, Master of Uuivorsity College, Oxford, says' — 
'^Here are three profits to bo paid between tlie printer and the 
reader, or in the style of commerce, between the manufacturer 
and the consumer : and if any of these profits be too pemiriously 
distributed the process of commerce is interrupted.’' 

Now' do the consumers or readers of books purposely destroy 
them? Are books produced for the purpose of being destroyed ? 
And is a loss incurred if they are not destroyed? 

There are vast (juantities of fui’iiilure produced wdiich seem 
absolutely iiulostructilde except by violence, if properly j>ro- 
tocted. The Scythian war chariot, the unicpie glory of the 
Florentine Museum, seems to be made of Avood wdiich has attained 
the solidity of iron, and shews that Avood may be as durable 
as inarl)le. Now carj)enters produce massivti liookshelves and 
massiA-e tables. Are tliese bookshelves and taVdes produced for 
the purpos£.^ of living destroyed? And is a loss incurred if they 
are not destroyed ? So far from their lieiiig destroyed there 
seems to be absolutely no limit to tlieir durability. The 
Scythian war chariot is contemporary witii Abraliam, and it is 
as fresh as tlm day it \va>s made. 

We need not multi jily any more instances, as multitudes 
will occur to any one Avlu.) thinks on the subject for an instant. 
But it clearly appears that if Consinuptioii means destruction, 
the doctrine that consumption Is the end of all production is 
manifestly false; and to say that a loss is incurred if things are 
not destroyed as soon as they are produced, is an ab.surdity so 
great that wc can only marvel how men of ability could put 
such a thing into their liooks. 

In feet, this doctrine is only another example of that careless 
and hasty generalization Avhich has caused so much mischief in 
Economics. It is true that some things, sucli as food and fuel, 
are px’oducod for the jiurpose of being destroyed ; destruction is 
essential to their use. But there are many other things of 
Avhich destruction is only incidental to their use, such as clothes 
and many otiier things j and also a vast number of tilings do 
gradually Avaste asvay in the course of time; such as houses, 
AA^atches, and innumerable other tilings; but, so far from beitig 
purposely destroyed, tlie greatest care is taken'^to preserve 
‘ J.htoxll, svh i/.i/io 177G, V*A. U.s ih 411, Edit. 1822. 
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them and to keep them in repair; and there are multitudes of 
other things which are absolutely indcstructibte except by 
violence. 

But) even though it be said that the majority of things do 
wear away in the course of time. Economics has nothing to do 
with their destruction. As Economics has nothing to do with 
the various i)roeesses hy which products are obtained; but a 
product only enters into Economics wlieii it enters into com- 
merce ; so when it is ])urchased and passes out of commerce 
it passes out of Economics; and Economics has nothing to do 
wdth the mode in which products arc used or destroyed. The 
E(‘ouomic phenomenon is nothing but tl)e exchange. 

In the language of commerce the Consumer means simply the 
buyer. When Say s[)eaks of the consumers [coiuommateura) 
of the mirrors, ive means merely the l)uyers of them. He hnn- 
self says’ — “Tim Ooiisumers {eoasomniatCHrs) of products are 
their buyerB,” AV hen it was said in Gil Bias that four editions 
of the book were eonsumed, it only means that they were 
bought. When Dr. Johnson speaks also of the Consumer, he 
means only the buyer. In the language of Commerce, Pro- 
ducer and Consumer mean only seller and buyer; Production 
and Consiiniption together constitute exchange, wliich is the 
true field and linnt of Economics, and it is by divagating from 
the true limits of the science that Economists Imve caused all 
the confusion. Ibistiat well says* — “Tn general wc devote our- 
selves to a trade, a ju-rdessiou or a career ; and it is not from^ 
that that we expect directly the object of our satisfaction. AVe 
render and we receive services ; Ave oiler and we demand values ; 
wc make purchases and sales : wc labour for otliers, and others 
labour for us : in a wmrd we are Producers and Consumers,^^ 

By using the terms Production and Consumption in their true 
and strict cotnmcrcial sense we are enabled to get rid pf the 
term Distribution, The Physiocrates used commerce and ex- 
change to mean the whole passage of a product IVom its first 
seller {prodacteur) through a series of exchanges to its last 
purchaser {achetcur-corisoynmateur)^ the intermediate exchanges 
>Vere denominated traffic. But as a matter of fact, each of these 
transactions is a separate and iiulepeinlunt exchange, and an 

" * Traite^ p. 3-19, 

^ ?7amoniefi P^:moiWf pies. Prorluctein* Conjtoi}imitf.vt\ 3(>0, 
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Economic phenomenon. The farmer grows the corn, an<I pro- 
duces it, /.^.,*oflV‘rs it for sale in the market. It then enters 
Coimrieree ami Eeonovnics. The miller buys it from the farmer : 
he is the customer or consumer, Tliat is one exchange, or Eco- 
nomic plienomenon. Tiu? miller grimls the corn, and produces^ 
or offers it for sale to tlie baker, who is the customer, m* pur- 
chaser, or consumer of tlie fh»nr. That is another exchange, or 
Ecamomic ]j)ienomenon. The baker bakes the Hour iiKi) bread, 
and produeeSy or ofha'S the bread f ir sale in liis sho]», ami the 
pul)lic coine and buy (Ih) bread in his shop. They are tin; buytn-s, 
customers, or consmners of the brearl. Tlierc is a third exchange, 
or Economic piienomenon. Tlien tlielu‘ea<l passes out of com- 
merce and ICconoinic*;!, into use and enjoyment Now here is a 
separate series of ex(‘imnges ; each wholly imlependent of tlie 
others: each jui Eeonoinic jilieninnenoTi; and all gova'riUMl Iiy the 
same gr(?at general law. And of C{Hirs(» an analogous cour.se of 
reasoning applies to all products. Thus tln‘ term Distribution 
is absorbed in. Pnxluction and (^msumption. 

Sometimes, liowover, Distribiiliun is used in tlie same sense 
as Consumption. 'I'hus, Tiirgot enliiles his work Ui[fU:,'*dons 
sur la JAa'inida.ui et iJisinhuJ ioii des So Smil.li 

says' — ‘‘ Tlio causes of this improvement in the produ<.‘tive 
powers of labour, and the order atrcorflmg to which its produce 
is naturally distrihulcd among the diffeivut ranks ami conditioUvS 
of men in the soiMcty make the snliject ol* the First Eook of 
this Imjuiry,'’ >Sfni»‘V defines P4>lilieal Economy to be tlm 
Nature, Production, and Disiribnfion of Wealth. Now by Dis- 
tribution these writers mean consmii[>ti<a), or purchase. Smith 
says'* Ihe metal pieces of which it (money) is composed in 
the COM r8(? of tlieir annual e.inadation dlsiribale to every i nan 
tlie revenue wliich propei*ly belongs to liim.*'’ And a little fur- 
ther on he says — “ Th(‘ same exchanges may be made, the same 
quantity of comumaUe f/oods may be «:lrcuiated and distributed 
to tiicir jiroper consumers'''^ by paper as by money. AVhen 
PJcoiiomists spoke of Di.stribution they invariably meant Dis- 
tribution by means of tii\ excliango. ifor how is wealth dis- 
tributed ? By no Ollier method than that of exchange. If 
a man wants to have bread distributed to him, he must have 

» Introduction to Wmltk of 2 Economy ; Introduction. 

® l^eaUh ff Nations y Book IL^ r. 2, 



01^ CONSmUPTION. 


255 


something to give in exchange for it, such as shoes or other 
things. And if a man wants shoes distributed to liim ho 
must have soiuclhing su«:di as broad to give in exchange for 
them. Hence the slioonaker and the baker are each pj'oducers, 
and the reciprocal distribution, or consumption of each other’s 
produce is an exchange. Hence we see that the Production^ 
Distribution^ and Consunipthm of Wealthy the Production and 
DlstrlhuiiQn of Wealthy and the Production and Consumption 
of Wealth are identical cx])re.ssioiis, and absolutely equivalent 
to Exchanffc, 

Much of the confusion has no doubt arisen from Avriters 
neglecting to attend to tlic true and original ine-ining of the 
word. The t(?chnical words in English are ng doubt Consumer 
and Consumption, which a])pear to infer destruction, but Ave 
have seen tliat (^)nsnmer in<‘aiis l)uy(*r iu coiinnercial language. 
But tlm Fr<‘ncb have two wor»is (Jonsompiion froiti Consumer^ 
from the Latin Oonsioncre, meaning destruction ; and Con- 
aommatioa from Oonsonuner from tlie Latin Consummare. 
Now tlie technical word invariably used in hh'(?ncli Economies 
is Consononatiojt^ Avhicli. conies from the Latin Consunimatio, 
Now the [irim.ary moan big given to Consornnie?* iu Jjittre's splon- 
di<l Fj'en<*h <.Ii<uionaiy is ae/iecer, accomjdir; and he quotes 
from La Fontaiiu‘ — 'Min ]>eu dc jours il consomnia raflarre;’’ 
atid from Pascal— “ On vji achever el co/isonimcr la demonstra- 
tion.” Wheiv coy/6Y>/><7>/<:r incaiis to fniisli or complete. 

So an ingenious Frencliinan Avim made an evcellcMt transla* 
tion of Wolfe’s beautiful Burial of Sir JrJin Moore, and tried 
to palm it off upon tlie world as the original, Avritten in French 
in honour of a Colonel de jleaumanoir, wlio is said fo liaA'e been 
killed at the siege of Pondiclierry in ITOI, and from which the 
Englisli poem Avas said to be plagiarized, thus venders the last 
stanza : — 

Et (Inns lafosso nlors Ic mimes lentcmont, 

Pres (111 champ on ku gloirea ei ii eonsommt^e ; 

Nous mimes u l endroit, wi pierre ni inoiiument, 

Le laisftiint sexll a seal iivec sa renommee. 

And exactly in tin? same sense Le Trosne says ’ — II y a eette 
cliftbrence entre rfichange ct la vento, que dans recliange tout 
est consomme pour chacune des parties: elles ont la chose qu’elles 
' Ih V inter H sodedt cA. //. 
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voudraient se procurer, et n’ont phis qu’ii jouir. Dans la vente, 
an contraire, il n’y a.qiie Tacheteur qni ait rerapli son objet 
parce qu’ii ii’y a qnc lui qni soit h portee de jouir. Mais tout 
ii’est pas termine pour le vendcur.” 

And again' — “ L’ocliangc arrive directemeiit an but, qui est 
la comommation; il n’a quo deux tcrmes, ot se termine par uu 
seul contr.at. Mais un cuutr.at oli Fargent inter viont n’e^st pas 
consonmic^ puisqu’il faut que le vendeur devienne achetcur, oti 
par lui-inenie on par Finterposition de celui aiiquel il transportera 
son argent. Il y a done, pour aboiitir ii la consorntuation qui 
est Fobjet ulterieur, an moins quatre termes et trois contractants, 
dont Fun iutervient deux Fois.” 

So Blanqui says * — Toutes les transactions devaient se con- 
S077irner par forme aFecliange.” 

So Con3ommatio)i lueaiis primarily achhementy accompUsse- 
rne7iL 

So the tec?linical u or<l in Italian Economics is Comumnzidne^ 
which like CtytmnanvUioti^ is the Latin Comwmnatio, com- 
pie ti on , accompli sli men t . 

For who is the Consumer ? He is the person who consum- 
mates, completes, or accomplishes the work of the ju’oducer. 
The producer brings forward something, and offers it for sale. 
But it is the purchaser who gives value to it ; it is he who 
crowns the work, and corisuramates the desire of the produeor, 
and comf)letes the transaction, by piirchasing the product and 
thereby giving it value. Lc Trosiio and the I'hysiocrates mo.st 
justly said tlmt only an excliange is complete. A shoemaker 
wauls bread, ami the baker wants shoes. 1’hey e.xchange their 
products; and the dc^sire of e.ach is accomplished, completed. 
But if a shoemaker sells his shoes for money, his desire is not 
accomplished, or completed. He still has to exchange away the 
money for })read. And the same is true of the baker, and of 
every otlier producer. 

Hence we perceive that the English word Consumption is 
liable to suggest wrong ideas, unless we carefully remember that 
the Consumer means nothing hut the purchaser. 

The general result of this investigation is to shew thatthevo 
is no real difference at all between the second and the third 

‘ Ih I'inUrH aonkd^ nh. ///, » IHstoire nfe Viconrimie politique,, tW, jp, 194 . 
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school of Economists : when the one school says that PoUtical 
Economy is the S\‘iencc which treats of the Ih’oduotioii, Distri- 
bution, and Coasiim|>tioji of Weallli, and the otlter says tliat it 
is the Science of Exchanges, they mean identically the same 
thing. But though when the terms are oxjdainod, they are 
proved* to bo identicrd, yet the groat superiority of tlm latter 
definition over tlio former is apparent. Every one knows 
what an exchange is; and when it is said that Economics is tlie 
Science of Exchanges, and tliat anything wdiich can be excliaiiged 
is an Economic Quantity, every one can at once perceive the 
nature, the objects, and the limits of tlie science. But when it 
is said that it is the science wliicli treats of tlie 
JOintribittion. and Cr>n.<iumption o f each of these words 

requires a long explanation of the tcc}ini(%‘.ij iin*;ining in vvlilcli it 
is to be urnlersUxxL And. we. liave alroiniy j>ohited out liow ' 
huincrous transacliori.s ev idently are included in the science of 
excl|t|mges, wlfich are only with great dilficnlty and imich explana- 
tion included under the .l^rodiiction, Distrllmlion and Consump- 
tion of Wealth.^ 

Wo therefore eliminate all ideas of destruction from tho 
technical conception of Consumption in Itlconoinics, and leave 
only purchase as tlie true gcaioral m(*nning. We Iiavo s(‘en that 
it is entirely erroneous to assert tliat everything is produced for 
the purpose*of being destroyed : and iliat if Con.sninption means 
destruction, it is not true to say that; Consinnjition is tlie end 
of all Prodmrtion. Still less true is it (v> say that if Consump- 
tion bo deferred, a loss is incurred. But Avhen we see that 
CoMSumplion Is merely jmrehase, ihcu it is true to say that 
Con, sumption is the end of all Productiem; ]>ecau.se Production 
means oflbritig t^imetUing in exchange, and Cousuniption means 
t^ilciug it in exchaiigo. So also it is true that the quicker Con- 
sumption is, tho Tuove there is, and the slower Consump- 

tion talces place, the less profit tliere is. We have shewn under 
Jtate of Profit^ that a profit made in a day is seven times a 
greater Rate of Profit than a Profit made in a week; and of 
course the longer it is deferred tlie less it l>ecoines. So if his 
product is not consumed, or purchased at; all, it is a total loss to 
the pjroducer, has lost the reward of his labour, as it is 

ottly cqusumptioiv which con^ his product wealth, and his 

108 . 
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luboiir is not eoiisunnnalod. or eoinplfted, luitil he haa got a 
reward for it. A shoemaker does not want a thousand pair of 
shoes; what he wants is sonvotbing in exidniijge fp 
bread, clothes, fuel, house room, &c., either directlvj ox: 
means of oldaining these things, wliicli is money; and unless 
his shoes are eonsmuedjOr bought, he can get no satis fact km for 
his labour which is tlirown away, and not coinpleted. So a 
baker does not want a thousand leaves ol bread, but like lljo 
shoemaker, ho wnnls the oilier necessaries, conveniences, and 
enjoyments t>f life, whieii ho can gel in c'xchntxge ibr thein. 8o 
a wine mcrcliant do<-s not w ant his hogslioads of port and claret, 
or hiwS butts of slu;rry : a cloth merehnnt <ioes mu w'lint his niilea 
of cloth: .*\ farmer does not w.arit his ;u?re.s of corn, or his herds 
of cat tle : a coal owner dot s n<>l xvimt bis sliipl^>ads of coal: but 
each ami all ofilK tii want l he otlnn* necessaries arid eon veni(3nc(;S 
mel amuscmeiil.s of lire Wliu.h tlicy <‘an get in exchange for 
them. A e,i!n})any of ac{r»rs do not jari'onn a play, nor rt 
i roijpe of dancers execute a Inallel, Ibr their own dclccbi- 

-/cion, V»ut i'jr wiiat they can get in exchiaige for it; aiwl theif 
labour is |>rr»duetive jiHt as it does or does not bring in returns. 
So no profineer wauls the things which he liimself }n*oduces, but 
only what lie can get in (‘X^diunge for them, and the taster ho 
can gain tl/uigs in exchange' fe>r liis products the faster he in- 
creases in w eanli. Hence w'o see that, in this sense, ‘WhicIi was 
the one given to it In* thosi* who originated it, it is true that 
Consumption is tlie eml of all j V()d net ion ; and that the faster 
the consumption takes jdace rli(3 greater is the iiioroase in 
opulence. And as rruductiou and Consumption coiislitutc 
excliange, it is r’apidily of exchange wlrich leads to natioixal 
ojmlence. 

.A country which abounds with goM and sil^r coin Ciimidt 
pro{.M:'riy be said to la* W ( ahliy any m^*rc than one wliich alnuiiuls ' 
with iiiiudiinerv. So h»ng as tliese stand idle the country must 
remain poor, like a inamdaciuring town in a strike. It is tbeirb 
motion or circulaiion w hich generates xvealtb, .‘imj the rapidit^:; 
of thal circidatioii wiiieh indicates the rate of increase or fSrb- 
gr<3ss. This consi<lcration will enaldO’ us to solve a qtiestibii 
which \\m long Mgitatf-d by ICcofuxfuists 
■employment conduces nio^t; to, 

; t ime of Colbeyt to the iVchcIi Itevoluf ion, tiuf rpiestroiiJ 
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the towns o/ the country most coiKluced to national wealth was 
keenly (jisputed, and according as one side or the other pre- 
vailedy the one was encGuraged and cockered, and the otliov 
depressed. Now, as the velocity of the circulation iiulioates the 
rate of progress,/ whatever ornployinent causes cinTcncy to 
cirbnlate wdth the greatest rapidity, most angmonts national 
opulence. Currency Is the engine of circulation, and industry is 
its nioti\*e power, wliicliever sj)ccics of industry drives the 
engine fits test, most rapidly augments ilje jiational wealth. 
Now it is well known that of all species oi industry, agricnltur<3 
causes th<J most languid circulation of the currency. By offer- 
ing an extra stimulus of reward, tlie productions of Iminan 
industry can be inultiplu».d and (|nickeju*(l to an extraordinary 
extent, l)ut the |.iroccss of nature is slow, and cannot l>e accele- 
rated at (ioinmaini I^iiierent trailing pursuits cause a brisker 
circailation in difiercut degrees — all much iaster than ag]-i- 
cultyre. Monce a purely agricultural ('ountiy must increase 
slower ill opulence tliaii any other, and \)tlK r cc»umrlc‘s very 
much in the proponion of their inhal/itants engaged in agri- 
culture, as eoiupared to other pursuits. E.v]>erionce ::un|)ly 
verifies this remark. Poland and otlior countries, which havt? 
few rc?.«ources but agriculliir(‘, me the poorest and most bar- 
barous ill Kuropc. Great nritaln and Holland, in wliieli tlie 
smallest proj)ortion of tlie inhabitants are engaged In inising 
food for the rest, are the wealthiosl, and other countries veiy 
mncli in similar proportions, d'hc i;is(ances aia* n-.'! many ia 
which people have made fonuuevS by agriculture, but there is 
scarcely probably a small countiy town, whore some industrious 
ami cnevgotio individuals have not. vrali/. d a competence by 
tradijpg. ^ 

On SuPPjiY (traJ Dkm.vno.* 

; 34. Supply and Demand are soinetiines supposed to he 

: O^tuvalon to Prodiiotion and Oonsmiiption. Senior, we 
liavO seen above, says that Consumption is soiuetiines used as 
Oquivalent to Demand. vN^ and Supply are absor 

oflfered for sale; the quantity 
are identical terms, ; ibit 

DerUahd by itd n 
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Demand is a desire to possess someth ing, but unless i>ersons 
possess something to give in cxclnxnge for what they want to 
obtain, they can give no efTeet to their desire: and imless they 
can do so, no Ecouoiivic phenomenon takes place. 

It is easy to see that Demand is not the same thing as Coil- 
sumption. Suppose, as very often haixpens in a country <l!>strict, 
there is a certain rpiantity of milk, bul tei*, eggs, poultry, &c. 
produced. The country peo[)le are accnstoiiual to birj' or con- 
sume all tliis i»roduoo at a certain price. There is, therefore, a 
certain amount, of Produol ion and Cons\nn]4lon. But the place, 
perhaps, hoconies fasliionahle: a number of rich persons crowd 
in, and })riees rise inimetrsely: but the same quantity of pro- 
ducts are coiistuned. Now tliero is tlie same Production and 
the same Consumption. There is the same Supply, but;- not the 
.same Demand. If rich people crow<l In .and ouibid poor oneSj 
and give a liigher ]>rice tlnm the country [Ksqjle can do, there isi 
a greater Deinand, Wln.-n prices rise .above a certain point, 
however per'sons may'wi^li to po>s('ss the object, if they cannot 
•give these pr ices they cease to buy, and tlierefoiv in an Eco- 
nomic sense tliey ceas<‘ to Demuml. ’Demand, therefore, in 
Economics must mean tliC aitd the power to parehem^ 

and, of course, the mon^ intense the dv^sii'c and tijo grouier the 
power to purchase, lire gre.ater is tlie Demand. 

Hence we may say tliat, while Frodnctioii and Consumption 
constitute exchange, tlui n^lative numerical qu.autHies in whicli 
the respective products will e.vcli.angc are determined i>y Supply 
and Demand. 

And here we may observe is lire great, r.adical and funda* 
mental di/ferejice bet ween the Seeojid and Third Schools of 
Economists, We have slunvn that tlieir Delimtions ofl the 
Science are iil)Sohitely identical. But the real diuemnee between 
them lies in tlieir doctrine c»f tlu*- eause, oi* origin, of Value. The 
second school of Economists chielly, and some e.xelu8ivtdy, look; 
to the Labour of ilui lb*oducer as the cause or origin of Value, 
But the Physiocrates, tire third sf^hool, C<)n(lilla<s 
Bastiat, the Italian Economists, A\uTi, Becciiria, Gonovesi; aiid 
ourselves look entirely to the Demand of the Consumeu* a<i the 
>sole origin and source oi’ Value, as is fully exhibited in the ! 
next chapter.- ■ ■ ' ' . * 'V' 
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PiiOBucTiVK and Uni’koductive Labour. 

35, There is no part of Smith’s work which has been so 
unanimously condemned even by his warmest admirers, or in 
which he is so contra<lictory to himself and to common parlance, 
as in his doctrine of Productive and iJnproduetive Labour, 

The Physiocrat es restricted the tonu Productive Labour to 
obtaining^ an Increaso of quantity of the raw products of the 
earth. All other labourers, all arlifieers, all merchants and 
traders tliey classed, as sterile or impro^lnctivci, because tliey said 
that in manufactures the increased value ]>cstowcd on them by 
labour only replaced the jiroducts eonsiimed by the artisans 
during the work, and in commerce there ^vas only an exchange 
of equal values : and, therefore, in neitlier case was there any 
ihereaso of Wealth. Tliis ilesignation ot so many and powerful 
classes of society as sierile or unproductive labourers raised a 
great clamour against them, as it* they l;\ad meant it as an insult. 
But. the Physiocralos wiry jnst.ly replied tliat they did not moan 
this term in a disparaging or humiliating sense, but purely as 
matter of scientitic classilication. They acknowledged that tho 
labour of these classes was honourable, useful, and indeed indis* 
perisnble, but tboy did not term it Productive in a scientific 
sense. Their answer was perfectly just, but their scientific 
classification was soon demon stratcMl to l)c eiToneons. 

Among others, Smith attacked it ‘and says— The third is 
the class of artifu^ers, manufacturers, and mercliants, whom they 
oudertvour to degrade by the humiliating a|)[>ellation of the 
barren or UTiproductive class.’’ We siiall sbon sec wliother 
Smith has not fallen into exactly the same error as he charged 
upon tlie Physiocrates. 

Jlesays® — ‘^'^Phere is one sort of labour which adds to the 
value of the subject upon which it is bestowed : there is another 
which has no sucli eileot. Tho former as it jirodiices a value 
may bo called productive, the latter unproductive labour. Thus 
the labour of a nianufacturcr adds generally to the value of the 
materials which he works upon tliat of his own maintenance^ 
au<l of his master’s profits.” Smith tlien enlarges the term 
Productive -‘Labour to include numufaeturiug* and commercial 

. ■' i tFiaftA q/" i?ooS /I'l.e. 9. 
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labour of all soi1:«, as well as agricultural. But there he uhao- 
couutably stops, and bans all other labourers as unpr6ducth-c,:or 
iu his own words, endeavours to degrade them by the humiliating; 
appellation of barren or unproductive. ^ 

In continuation of the pas.sage just given, he says;— ‘ The 
labour of a menial serv.-mt, on the contrary, adds to the value of 
nothing. Though the manufacturer has his wages advanced to 
him by his master, he in reality costs him uo e.v|>cnsc,.the^ value 
of these wages being generally re.stored with a profit, in the 
improved value of the sniijeot upon which his labour is be. 
stowed ; but the maintcuaiico of a menial servant never is 
restored. A man groivs rich hy employing a multitude ol 
manuracturers ; he grows jioor by maintaining a niviltitude of ' ^ 
luenial servants. The labour of the latter, however, has its 
value and .loservcs its rew.ard as well , as that of the, former; but 
the laliour ofthc mariufa<‘( urer fixes .'uid realizes iteelf in some 
vendil'l.e eommoiVtty, which lasts for some time at least after 
that labour is past It is, as it were, a coriain quantity of 
labour stocked and stored, up to be I'lnpioyed, if necessary, upon 
some Ollier occasion. That subject, or what is the same, thing, 
the price of that .snhject, can afterwards, if m;ccs.sary, put into 
motion a quantity of labour ecjual to that which had originally 
produced it. I'lie labour of the menial servant, on the cou- 
tr.ary, does not fix or realize itself iu any particular subject or 
vendible commodity, llis services generally perish in the very 
instant of their performance, and seldom leave any trace or 
value behind them for whhdi an equal ipianlity of .service could 
afterward.s be ]>rocnreil.”« » , 

Now according to Smitli, the cook at an hotel is a productive 
labourer: she prepare,s, dresses, and cooks the various articles of ; 
food eaten by the guests. Her labour adds to their value, and 
i.s charged for in the bill; it is fixed and realized iu a vendible 
conimod ity, wbich lasts for soine time after that labour if pas-sed ; 
and hei- labour t.end,s to the profit of the laudlord; her wages 
arc all repai<l to him in his customor.s’ bills. 

But a cook ill a gentleman’s family who perfoimis exactly the ; 
same functions is a menial servant, and theteforcj accordiijg to 
Stttith she is an unproductive labourer. Ayiiefre is. sense of 
such a di?tifictiou? By Smith’s own; dqctriue, tlic yariottS' 
ariiciefe of food .ire, move valuable after shs- ha# dressed .and';. 
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prepared them for table than they were in a raw^ state. Her 
labour is fixed and realized iu nialerial commodities which last 
after that labour is passed. When these two perform exactly the 
same functions and are e<iually paid for their services, wdiy is 
the one productive au<l the other nnprodiictivc ? So that if the 
coojk an hotel takiis a [dace in a goitleman’s family she is at 
onee tnnied from a productive into an Ufiimxlactivc labourer! 
If a coolj in a private family takes a jdace in an hotel, slie from 
being an unpcod active, becomes a prod!u*V:vL‘ lM)>()urer! It is 
obvious that such a dlsiiiiction is iiiischit/voiis, i'niile, :md con- 
trary to common sense. 

Again Smith allows all the various persons engsgod in ex- . 
tvacting the coal from the mim% tr:mspt>rting it to distant places, 
ami placing it in a.geiit!cni;iu’s cellar to be ])n»dnctive labourers; 
but the footman wlio c arries il from tiie cellar to the dianvingv 
room grate is a nvaual, and therefore an nnpia.Mluclive hvbom-er. 
By Smith's own doctrine the labour oi: caeli of the Kseries of 
persons'wJjo extract ami transport the coal t»> the cellar adds to 
its valuer, and therefore for the same reason the ]al>our of the 
footman wlto carries it from tlio cellar to t lie drawing-room adds 
to its value. Tiur terminus a ymv the coal starts is the mine, 
the terniiiius ad quern it is to arrive, is the drawing-room 
grate ; and why is the labourer who transports it iVoin the mine 
to the cellar productive, and tlie labourer who lransj»orts it from 
the cellar to the grate unja*oduct.iv(3 y The labour of each is 
efiually necessary, and etp.ially paid for. It is oljvious that such 
a distinction is nuscliicnous, futile, and contrary to common 
sense. 

Now why does a gentleman pay for a cook in an Imtel or in 
his own house to drovss his tlinnorV Simply to savii himself the 
trouble of doing it for himself. Why does he pay the price for 
miners obtaining the coals, and dealers transporting it from 
piirne to [.)laeo; and why does he l>ay wages to his footman to 
carry coals from the cellar to the drawing-room? Simply to 
sayc hilnself the trouble of doing so himself. And the same 
eOttrse of arguniont fip|>li<?s to everything else wliich is wanted 
and services wamted, demanded, pro- 

for; and yet some are called pro- 
Is this not plainly coutr^^vy 

vW- aii':sei(i5Hvfic 
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Smitli then continues — labour of some of the most 
resj>ectable orders in the society is, like that of Tneriial servants, 
unproductive of any value, and does not fix or realize itself in 
any permanent siibjeot or vendible coinmo«iity Avhicli endures 
after that labour is past, and fo4* wliieh ari equal quantity of 
labour could ftftorwards be procured. The sovereign, for 
example, with, all the ofllcers both of justice and war who serve 
under him, the wlioio army and navy, are iinproduetiyo labour- 
ers. They are the servants of the }>ublic, and are maintained 
by a part oftlie annual produce of the industry of other people. 
Their service Jiow honourable, liow useful, or how nccessaiy 
soever, produces nothing for wluxdi .an etpial quantity of service 
can afterwards be procured. The protection, security, aiul 
defence of the C(.>minouwealth, the etl*c(a of their labour this 
year will not purchase its pi-oteelion, soeurily, and defence for 
the yeaj' to come. In the same t^lass mu.st be ranked some both 
of the gravest and. most important, and some of the most 
frivolous ).>roh‘ssious ; eliuvcluuen, lawyers, jxhysicians, *nien of 
letters of all kinds; phiyc.Ts, butfoons, niusicians, opera singers, 
opera dancers, 4.fcc. The labour of the meanest of these has a 
certain value, regnlatci by tlic very same principles which 
regulate tiiat of every oilier sort of lah!>ur; and timt of the 
noblest and most useful jiroduces notliing wliicli could aftcr- 
■wards purchase or j»ro<:ure an equ.a] quantity of hdiour. Like 
the; declamation of the actor, tlu^ harangue of the orator, or the 
time of the musician, tiic work of all of them perislies in the 
very instant of its pn^ductioii.**’ 

.Now in reference to u liat Smith says about the |)rotcction, 
security, and defence of the cominonwerdth ]uncli;TSe<l by ilie 
labour of soldiers and sailors one year not punrh.asing it s security 
and defence the year aftca*, we may observe that the food a tnau 
eats osie year, or tlie chu.lic.s, and fu(d, whhdi keep hini warm 
one year will not keep Idm in life and wafmtli for the year to 
come, and yet Smith classes those wlio produce food, clothes, 
and iiiel as ];rodMcti vc lrd>oiirers, anil tliose who produce gecurity 
and defence as imi>rodiictive labourers. Can anything be irmre 
futile? 

Sjuith is morixmr utterly inconsistent with himselfj for h 
himself classes as wealth, ' the acquired and useful ahiliti^s 

* IJQok fl.\ ch. l. 



§ 85;j ON PRODUCTIVE LABOUR. 265 

of all the inhabitants or members of the society. The acquisi- 
tion of such talents, by the maintenance of the acquirer during 
his cdvicati on, study, or apprenticeship, alvs-ays costs a real ex- 
pense, which is a capital fixed and realized as it were in his 
person. These talents as they make a part of liis fortune, so do 
they like^vise of that of the society to which he belongs. The 
improved dexterity of a workman may be considered in tlie 
same light as a machine or instrument of trade, which facilitates 
and abridges labour, and wliich though it cosl-s a certain expense, 
repays that expense wfth a profit.’’ 

Again, he says “ A man educated, at I he expense of much 
labour and time, to any of those employinents which req^iire 
extraordinary dexterity ami skill,' may be conj[)ared to one of 
these expensive maiiliiiies. ^Wie work \v]ii<*]i iie Ji*arjis to perform, 
it must 1)0 oxp(»ctod, over and alxn o the usual wages of common 
labour, will rojfiace to him whuh*. expense of liis education, 
with at least the ordinary profits an e(jnally valuable capital.” 

lie also says: — '‘A irum is rich or poor, according to the 
degree in which lie can aftord to enjoy the necessaries, conve- 
niences and auiuMtiients of human life.” 

Surely, therefore, those men wlio can prodtice those sciences, 
knowledge, and amusomeiits, wliich Smith a<‘kuowledgcs to be 
weiilUi, are productive labourers. 

Accordingly, J. B. Say extended the term productive, to in- 
clude all labour which was required and p.iid for: — Whatever 
be the. operations to whiclu labour is applied, it is j>roductive, 
because it aids in the creation of a product. Tims, the labour 
of the man of science, wlio makes experiments and books, is 
productive: the labour of the imdertakor, although lie does not 
directly apply his hainl to the work, is produclivo; in short, 
any manual industry, from the labmirer who digs the earth, to 
the sailor Mdtcr handles a ship, is also productive.” '^ 

Sp aiso* — “LABoiru: a continued action directed towards an 
object. Lalioiir is productive when it gives to anything a de- 
gree of utility, whence results for that thing, an exchangeable 
value, or an increase of exchangeable value, etpial or superior to 
the vUue b^^^^ Labour is also productiye 

^ ^ * TVvitfe, X. L, cA. t?u. 

^jEpUome at ifi4 end of Traits, 
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Avhen it results ia a service which has exchangeable valuOf 
althoiigh this service is consumed at the Sfmie 
rendered. It is unproductive when it results ia no value, l^ro- 
ductive labour is of three kinds: that of the man of science : 
of the mauaGcer of labourers; and that of the workman.” 

He also combats Simth’s doctrine of unproductive labour 

A house, a piece of plate, or massive furniture are very durable 
products; cloilies are less so; vegetables, fruits, still less so. 
But yet this difforonoo of durability does not iit any way aftect 
their tpiality of products; all of them are wealth in proportion 
to their value. A fanner in the valley of Alontmorency draws 
annually by the sale of Ins cherries a sum as real as the pro^ 
prietor of a jjortion of tlie forest of ^Montmorency dniws from 
cutting wood. It Is oidy the ainouht of the whole whicli makes 
the dilference, and if the eiierrios produced are of more value 
than the ^vood, the clicrries reprosenl the greater production of 
wealth. Niwertliei<?ss between the instant when these cherries 
are ri})e, and M’lioii they must be e;itcn, there is no great hi- 
terval; while the woo«l which, servos to furm solid buildings, is 
wealUi wliic.li lasts a loi»g time. In reference* to production, Uui 
aniouTit of utility in oiluced can only be determined by -the price 
which men iset on it. It is the price whicli measures the profit 
wlitcli the producer draws from it. 

‘‘Since, in regard to production, the durability of a product 
is of no corise(juence provided it has value ; lot us come from 
prcaluctB to ])roduets, from tliosc; whicli are neee.ssaril}' eon* 
sumed a few instants after tiu-y are Completely create(.l, to those 
Which are necessarily consumed at the very instant of Ihoir 
creation, and we see tliat a theatrical pcrfori nance, for instamje, 

• is a product which inay didcr from some fruit of the earth by 
its duration, because its vijiue cannot last beyond the instant of 
representation, but which do not differ in the conditions which 
make- them each a product: I mean the property of sc^isfying 
one of our. wants, of gratifying a taste, of capacity of being 
valued and sold. TJm actors meet to offer you the result of 
their labours and talents; the spectators, on tlmir side, iiieet to 
give in exchange for tliis agreeable product a sum vwhich ftomes 
itself from the productions in which you or your pai‘ottt6 hav 
taken part. It is an exchange like any other. 



§ 35j Oisr PKODUOTIVB LrABOUR. 267 

A3am Smith and other EconomistB have denied to im- 
material products, the name of products, and to the laboiu" of 
which they are the fruit the name ^f productive labour, upon 
the ground that these products are poiiRuined, at once and 
have no durability, that they are not susceptible of accu- 
miilation and therefore can never increase the capital of the 
nation. 

“The lsi,st reason is founded upon an error. Do we accumu- 
late the products wl I ich are not preserved, such as the fruits of 
the earth ; which tlvey^lo not deny to be ju oducts ? 

“In short, is a value tlie less a product because it is con- 
sumed? Arc not tlie greater paj‘t of tlie i)roducts of tlio year 
destroyed within tlu* year? Are we to saj' of a man who has 
lived upon Ins r( 3 venue, that he has no revenue because nothing 
remains to him? 

“ Smith’s doctrine upon this point does not comprehend the 
W'hok* doctrine of production. He places in the class of unpro- 
d'Hotive labourers, and regards as burdens on society a crowd of 
men who, in trul.b, furnish a real utility in cxcliangc lor their 
pay. The soldier who holds himself in readiness to )’opel an in- 
vasion of the foreigiH>r, and Avdio repels it at tlio peril, of Iris 
life; the administrator who devotes hU time and hiii> knowledge 
to the preservation of tlie rights of soeioty; the upright judge, 
the protector of innocence and justice: the professor, wlio 
difiuses the sciences painfully ao<[uired, : a hundred other pro- 
fessions which comprise persons the most eminent in dignity, 
the most eligible by tlieir talents and pers(.>naJ character, are not 
loss useful to society, and satisfy the w-ants w'hiclj. the nation as 
imperatively requires, as persons do clotliing and shelter. 

If any of these sorviccs-so rendered are not ollereVl to suffi- 
ciently extensive competition, if tiicy are paid for above their 
value, it is ail abuse, with wJiich we have no concern here. Un- 
doubtodly tlu?re is unproductive Jabour, but that to which a 
price is treeiy given, and which is worth the price put uj)on it, 
wluein it may be refused, is productive labour, liowcver short is 
the duration of the pi\)duct. 

“ Aboording to the writers Avho refuse to recognize immaterial 
productay tfte artifi^^ produce the fireworks which are to 

be letoif next day m garden, are productive labbnrbrs, 

Avhilo ■ ^ who prepare the^performance of tv grand 
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tragedy are unproductive labourers. Certainly if we could 
judge by the wealth produced and consunicd on these two occa- 
sions, otherwise than by tlie price agreed to be paid for them, 
wo should think that the actors who prepared the theatrical per- 
formance, from the Itilent required, from the duration of the 
performance, from the long remembrance one prescrvjc^s of it, 
from the delicacy and the elevation of the sentiments it gives 
rise to, wo should say tliat these actors are more .productive 
labourers than the artificers wlio prepare the squibs, and 
crackers, and Avheels^ wiiit^h vanislj in smoke.” 

We might liavo expected that ISlr. !Mill svlu.> begins his book 
by sayinu* tliat- wealth is everything wlii(*h lias j/ower of pur- 
chase, wlihdi evidently includes services, would have assented to 
this argument of Say's, But lie has revertoil very much to 
Smith’s doctrine, thougl* lie has evtended it somewhat. After 
giving tliii general detiiil(ioii of wealth that it is anything which 
is exchangeabii^ lie luis, as wc have already oli>sorved V 
rowed it down to rnateri il pi-oduc-ts, and lie says I sWtll 
thend'orc, in this treatise, when s]>eaking of wi'uUli uiidersland 
by it only what is called material weallli, and by productive 
labour only tbose kinds of exertion wbi(di prodiua; utilities 
embodied in material objects. .But in limiting myself to tliis 
sense of the word I mean to awail myself of the full extent of 
that restricted acceptation, and T shall not refuse the appelhitiou 
productive to labour which yields no material product as its 
direct result, provi«led tliat an increase of material products is 
its ultimate consequence. TJms labour c.xpciidcd in the acquisi- 
tion of manufacturing skill I class as productive, not in virtue of 
the .skill itsr'lf, but of the manuiaeture<l products created by tho 
skill, and to tlic creation of wliioh tiie lal)our of learning the 
trade is essentially conducive. The labour of officers of govern- 
ment in filFording tlie j)rotectioii which airor<led in some manner 
or another is indis]>cnsable to the )»r<rspority of indiustry musli 
be classed as pnaluctivc even of material w^ealth, because with- 
out it material f^rowtli in anything like its present abuudauce 
could not exist. Stub lalmur may be said to be productive in- 
directly or mediately, iu ojqiosition to the labour of the phmgh- 
inan and the cottou^spinner, which are productive imrne&^ 

They are all alike ii; this, that they leave the community richet ’ 
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in inaterial products than they found it; they increase, or tend 
to increase material w(*altli. - 

*^By Unproductive Labour on the contrary, will be understood 
labour which does not terminate in the creation of material 
wealth; which, however, largely or successfully practised does 
not rcu«;W the eommimity, and the world at large, richer in 
material provl nets, but poorer by all that is consumed by the 
labourers while so employed. 

‘‘All labour is in the language of Poritical Economy (?) unpro- 
ductive which envls in immediate enjnyin(*nl, without any in- 
crease? of the accumulated stock of ])ermanoiit means of enjoy- 
ment. Ami all labour a<*cor<rmg to our |u*escnt definition must 
be classed as unproductive, which tenninates in a permanent 
benefit, however im|)ortant, provided that an increase ot* ma- 
terial [iroducts forms no ]»art of that l>eiiefit. The lalxmr of 
saving a friend’s life is not pn)ductive, unless the frieiul is a pro- 
ductive labourer, ami produces more than he consumes. ''Po a 
religious person tlie saving of a son] must ap|>ear a far ntore 
iniportant service than the saving of a life ; but lie will not, 
therefore, call a niissi()iiary,or a dergyrnan, |>rodiictive labourers, 
unless they toacli, as the South Sea •Missionaries have in some 
eases done, the arts of civilijjation in addition to tin? doctrines 
of their religion. It is, on the contrary, evident that the greater 
number of missionaries or dergynicji a nation maintains, tlio 
less it has to expend on other things : while the more it expends 
judiciously in keeping agriculturists and manulacturers at work, 
the more it will have for every other |>urpose. By the former 
it diiTuni.shes, porlhns, its stock of material products ; 

by the latter it increases them. 

“ Unproductive may be as useful as productive labour; it may 
bo move Tiseful <?von in point of permanent advantage; or its use 
may cionslst only in pleasurable- sensation, which wlieu gone, 
Ieav(?s no trace: or it may not atrord even tliis, but may bo 
absolute, waste. In any case, socic?ty or mankind grew no richei‘ 
by it, but poorer. All material products consumed by anyone 
wliilo ho produces nothing, are so much sul)tracted, for the time, 
from the material products which society, would otherwise have 
. possessed- But though society grows no richer by unproductiy^o^ 
labour, th^^^ may. An improduotive labourer may 

from those who derive pleasure ox benefit 
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from it, remuneration whicli may be to him a cOrisklorable 
source of wealth ; but his gain is balanced by their loss; they 
may have received a full equivaleiit for their expeiidituro, but 
they are so mucli poorer for it. When a tailor makes a coat 
and sells it, there is a transfer of the price from the customer to 
the tailor, and a coat besides, which «lid not previously exist ; 
but what is gainer! by an actor is a mere transfer from tlie specta* 
tor’s funds to his, leaving no article of wealth for the spectator’s 
iiidemnilieation. Thus the coimuunity colle<*tively gain nothinj; 
by the actor’s laT>our ; and it loses, of his reot‘ip1s, all that por- 
tion which ho consumes, retaining oidy that which he lays l»y. 
A coimnunity, h.owever, may adil to its wealth by nnproduotivc 
labour, at the (‘xi'Kaise other communities, as an individual 
may at the (*x|Hnse of other individuals*^ TIu) gain of Italian 
opera singers, Gennaii governesses, French ballet dancers, &c, 
are a source of weallli as far as tln^y go, to their respective 
countries, if they return thither. 1'he petty state-s^ol' Oreece, 
especially the ruder and more i^iudeward of tliose states, wore 
nurseries of soldiers, who hired theiusi-lves to the p)'inces and 
satraps of the East to canyon useless aic.l de>‘triu:tive wars, and 
retuvne<l witjj their savings to pass th<‘ir declining years m their 
owm country: these were un])roductivc labourers, and the pay 
they received, toget her with t.i:e ]>lmidcr they took was an outlay 
wdlliout return to the countries which furnisiied it; but though 
no gain to the u-orld, it was again to Greece. At a later period 
the same country and its coionies su{>j)!ied the Ko man. Empire 
with another class of adventurers, who, under the name of 
philosophers or fhiu.oricians, taught to the youth of the higher 
classes what w ere esteeme<l the most valuable uccompUshmehts ; 
these were mainly unproductive labourorH, but their ample re- 
compense was a source of wealth f o their own country. Tu none of 
these cases was there any accession of wealth to the vgorM* 
The services of the labourers, if useful, wore obtained at a silcri- 
fice to the world of a portion of matcj’ial wealth ; if useless, all 
that tltese labourers consumed was to the world, waste.’* 

We have given this long extract in orrler to place beforo our 
rea<lers fiiirly Mr, Mili’s views on this importimt subject, 
Malfchus justly goes to the root of the whole ni 

Mr. Mill says, briiygf^ us ba<jk to the dirtcnssiOn of 
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Foi* Productivo Labour is Labour productive of Wealth. We 
see tliat Mn Mill has somewhat extended the term beyond 
Smith’s view of it; for while Smith only allows those to be 
productive labourers who are directly employed in the produc- 
tion of material proftiucls, Mr. Mill includes those also who are 
indirectly einployed ill that way; and this, of course, is a cou- 
sidoraldy wider circle of persons. He admits ollicers of govern- 
ment ” to i>roduc,tive labourers. Ifence managers of manu- 
lactories, foremen, the army, navy, and police are gathered 
within the Ibid of ju'oductive laWircrs; but we are not sure 
whetiieV the judicial eorpa rank as ^‘uflicors of’ Govornment.’’ 
We are inclined to lliink they do ; and in tliat case a barrister 
who earns an income by serving private parties would be an 
unproductive labourer, but a judge who earns an inoine by serving 
the State is a producti ve lal)ourer. .\uthors and oilitors of news- 
pajiev.s take rank as lu'oductive lal>onrcrs ; wdvile actors, singers, 
ppet‘a dancers, clergymen, and others still remain out in the cold 
as unproductive labourers, llaiikers mtiy rank as proiluclivo 
labourers, because the o[>eratioiis of l>anking «b> uin.hmbtedly 
cause a very great increase of material proilucls. Tlie la))our df 
railway and other emp^ot/vs engaged in traiisporting inerehandiKe 
would be productive, but in transporting passengers would bo 
unproductive. According to the ilistinction juade by Mr. Mill, 
the labour of ijistruetors teaching arti/.ans and lUher |:>rod\Jctivo 
labourers is productive, the labour oftbose engjiged in educathig 
gentlemen, or p(jrsons not engaged in busiiicss, is unproductive, 
ho the labour of a surgeon or pliysieian, healing a j)rodnctivo 
labourer is ^productive; healing a gentlcjuan m unproduetivo. 
Aceordijjg to IMr. Mill, the delight the audience receives iVoui 
witiieesing the performance of a Garrick, a luunble, a Siddons, a 
Talma, a Matjreavly, *a \Vigan, a Taglioni, a Fanny Jillsler, a 
ijiibiache, a Oatalani, a Malibran, a Jenny Lind, a Gri.si, a Mario, 
an Alboni, aTitiens, a Patti, and aNillson,ks the result of unpro- 
ductive labour, and the world is poorer by their maintenance, . 
>vhile the ppidcmcG o w^orld woidd be augmented by the 
iuboiU* of as many pastry 

We do im.t think that such distinctions as these .accord with 
gchetal ifsa^o, or with sound practical philosophy: and on this v 
point - wo entirely agree with Say, whose doctrines arc those of 
ooinnmnv^ general usage. In general huiguagc pro- 
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ductive labour is labour which is productive of profit. When a 
peivsou bestows his labour in preparing some materiai flubstance, 
or in reiitleriug some service, which he hopes will bo required 
or demanded by ot hers, what does' he expect, and what is Ms 
object ? It is to <?/vy/.c forth some reward in exchange fV)r it. 
Evei’y one ooiisirh'rs liis labour as productive, not acoor\iiug to 
wlnit he oilers, but aocoi'ding to what ho obtains in return for 
it. A theatrical company may prodnee several j)ieces during 
the season, but whether their labour U proditcHce or not eiitirel}^ 
depemis upon tlie returns to their treasury. If they play to otnpty 
benches Ihoir ]al>our is unprodtictive ; if the house is crowded, 
and their treasury well illlerl, tiieir la]>oiir is ]yroductive. 

And it can be ca.sily sliewn from Mr. MiiTs own words that 
this is tlic* true meaidng, l>ecau.«i; ho sny.s that productive labour 
is labour productive of wealth. And wiiut is wealth by Ills own 
definition? It is (nriiUuHd which has ]:»owTn’ of jmrehasing; 
whether rlierefore a thing is wealth or not purely depends 
^v^hetllcr anything call be obtJjine<l in (‘X'chnnge for it. And of 
course the more tlial can ho obtained in exebange for it the 
greater wealth it is, and the more productive. Ileuce by 
Mr. Mill’s own definition wlietlier anytlriiig is productive or 
not,does not depend upon the nature of tb(^ tiling, but upon the 
quantity of other things it can draw forth in exctuihge, or the 
amount of the rcl urns. 

It is true that jMr. Mill has subsequently narrowed dowui his 
definition of wealth by several Jimilatirais ; l>ut wafhave already 
shewn ‘ tliat these are quite inconsistent with his general defini* 
tion, and they nuisl. lie njected. A performer recci.v<\s. ten 
guineas for his performance; a watchmaker receives ten guineas 
for a W'at<?li. Ihe iierronnauce and tliq wu^cli tire eacli equal to 
ten guineas. Idiorcfore the p(.*rformaiu*es is equal in value to 
thc5 watch, by the very sinqilo rule that Tfdng^ which are equal 
to the same tkinf] are eqmd to each other. 

Hcnco, in accordance w itli generfd usage, we shall alwfvys use 
Productive Labour to iniean Ltfoour wdiich earns a profit; and 
Unproductive Labour to mean labour which produces no, or ah ! 
inadequate, rew\ard. A\\i^ awythiny whatener vvhicli eartis a 
profit is, as Senior says all Economists are agreedi CAPrrAx.. 

\ Ante, p, 148 . 
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36* If the absolute property does not pass to the purchaser 
but only the right of possession, or of use, for a limited period, 
after which it reverts to its true owner, the sum of money paid 
for such a service receives different names, according to the 
nature of the service or property — 

1. If the money be paid for personal services, it is called 
Wages, or Salaky, or Pay, or Fees, according to the 
different species of service. 

2, If the money is paid for the use of property, such as is 
usually classed as fixed capital^ sucli as the riglit to use 
land, or liouses, or running water, as a mill stream, or 
mines, or fisheries, or a patent, or copyright, it is called 
Rent, 

3, If for the use of property which is more usually floating 
capital, or personal property, it is called Hire. 

4. If it is for the use of money, it is called Interest. 

All these names are, therefore, ap)>lied when the purchaser 
buys only the use of a thing for a limited period, and that 
according to the nature of the object. ^ 


37. We have now concluded our survey of the General Con- 
ceptions of Economics ; *1110 investigation has been long, biit we 
hope not unintercvSting, At all events it was absolutely indis- 
pensable to raise Economics to the rank of a great Inductive 
Science, The discussions given here have been brief indeed 
compared to the lierce controversies winch were waged about 
almost every term in Pliysical Science. We have now obtained 
a clear and distinct Conception of the Nature aud Limits of the 
Science itself ; or of the body of phenomena wdmse laws we are 
about to investigate ; mid we have had tlie satisfaction of recon- 
ciling the Definitions of the two prevailing schools of Econo- 
mists, and shewing that they are in reality identical. And we 
have taken each term in succession, and applying tlie Laws of 
Inductive Logic, we hav^e eliminated the accidental and intrusive 
ideas from each one, and deteraiined that single general idea 
which fits it to be a fundamental Conception of a great general 
ficience. Such is the course which has b^en followed in every 
other science, (?.nd such is the course which must necessarily be 
adopted to rear up a solid edifice of science. 


T 
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S8. In case it may be thonght that such discussions are super- 
fluous we may quote a few remarks from Dr. Whewell * — Such 
discussions as those in wliich we have been engaged, concerning 
our fundamental Ideas, have been the course by which, historically 
speaking, those Conceptions which the existing sciences involve 
have been rendered so clear as to be fit elements of exact 
knowledge. 

Thus discussions and speculations concerning the import of 
very abstract and general terms and notions may be, and in 
reality liave been, far fi*oni useless and barren. Sucb discussions 
arose from the desire of men to impress their o])iiiions on others, 
but tliey had tiie effect of making the opinions much more clear 
and distinct. In trying to make others understand them, they 
learnt to understand themselves. Tlieir speculations were 
begun in twiliglit, and ended in tlie lull brilliance of day. 
It was not easily niul at once without expenditure of labour and 
time that men arrived at these notions which now form the 
elements of our knowledge ; on the contrary, we have in the 
Instory of science seen liow liard, discoverers, and the fore-* 
runners of discoverers, have lunl to struggle with the indistinct- 
ness and obscurity of the intellect, liei'orc tlioy could advance to 
the critical point at which truth became clearly visible. And so 
long as, in this advance, some spectuhifors wore more foiward 
than others, there was a natural and inevitahle ground of 
diflerence of oi>inion, of argurnentatioii, of ^wrangling. But the 
* tendency of all such controversy is to diffuse truth and to disped, 
error. Trutli is consistent and can hear ilic tug of war ; Error 
is incoherent, and falls to jtieces in tlic struggle. True Concep- 
tions can endure tlie sun, and become clearer as a fuller light is 
obtained ; confused and inconsistent notiojis vanish like visionary 
>spectres at the break of a brighter day. And tlnis all the con- 
tioversies concerning such conceptions as science involves have 
ever ended iu the establishment of the side on which the truth 
was found. 

‘‘ Tlie history of Sfechaiiics from the time of Kepler to that 
of Lagrange, is perhajvs the best exemplification of the mode in 
which the progress of a science depends on such disputes and 
as give ejearness and generality to its elementary 
Couceptions, This, it is to be recollected, is the kind of progress 

^ Otgii-hum IVinomtum^ c/*. 2. On the Exx^lication cf 



§88.1 


CONCLUStOK 


275 


of which wc are now speaking ; and this is the principal feature 
in the portion of scientific history which we have mentioned. 
For almost all that was to bo done by reference to observatioiij 
was executed by Galileo and his disciples. What remained was 
the task of generalization and simplification. And this was 
promoted in no^sniall degree by the various controversies which 
took place wdthin that period concerning mechanical concep* 
lions — as, for example, the questions concerning the measure 
of the Force of Percussion : — the war of the Vlmi; the 
controversy of the Centre of Oscillation ; — of the independence 
of Statics and Dynamics ; — of the princii>k* of Least Action ; — 
of the evidence of the Ltnvs of Motion ; — and of the niiinber of 
Laws really .distinct. None of these discussions Avas willioiit its 
infiuence in gi\’ing generality and clearness to the mechanical ideas 
of mathematicians : and therefore though remote from gener.al 
apprehension, and dealing Avith very al)8tract notions, they Avere 
of eminent use in.tlic perfecting the Science of Meclianics. 
Similar controversies concerning fuudainental notions, those, for 
example, which Galileo himself liad to maintain, w'ere no less 
useful in the formalioii of the Science of Hydrostatics. And 
the like struggles and conflicts, Avbether they take the form of 
controversies betAveen several persons, or only operate in the 
efforts and fluctuations of tbe discoverer’s mind, are always 
requisite before the conceptions ac(|nire that clearyess which 
makes them fit to appear iii the enunciation of scientific truth.” 

These remarks of thfi liistoi ian of the Inductive Sciences are 
an ample vindication of tlie discussionvs avo luiA'^e gone through ; 
and it may be as Avell to conclude tins chapter by presenting 
sliortly the results of our invcstigfltioiis ; — 
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Summary of Definitions. 

ECONOMICS, or Political Economy, or, as it is sometimes 
called, the Science of Wealth, is the Science which treats 
of the Laws which goveni the relations of Exchangeable 
Quantities. 

WEALTH, or Exchangeable Quantities, or Economic 
Quantities, are Exchangeable Rights. 

Economic Quantities are of three species : — 

1. Rights to material or corporeal things already acquired, 

such as lands, houses, corn, cattle, money, &c., usually 
called Corporeal or Material Property. 

2. Rights to personal services of all sorts,. or Labour; 

usually called Lnmaterial Property. 

8. Rights to things only to be acquired at some future 
time ; usually called Incorporeal Property. 

VALUE. — The Value of any Economic Quantity is any other 
Economic Quantity for which it can l>e exchanged. 

MONEY is any Economic Quantity which a Debtor can by 
Law compel liis Creditor to take in discharge of a debt. 

CREDIT is a Right of Action .against a person for a sum of money* 

AN INSTRUxMEN^^ OF Cl^DIT is the written evidence of 
a Debt {See Chap, VII,), 

DEBT is, properly speaking, the Duty to pay a sum of money 
to another person- but it is also often used in the sense of 
a right to demand a sum. 

CURRENCY is a name applied to Money and Instruments of 
Credit, because the Property in them passes by delivery. 

EXCHANGE is where Ecoliomic Quantities of a like nature 
are interchanged, as goods for goods, when it is often called 
Barter : or cuiTcncy for currency. 

SALE, or CIRCULATION, is an exchange of any Economic 
Quantity for Currency. 

CIRCULATING MEDIUM is the medium by which circular 
tion, or sales, are effected — i, Avhero goods are exchanged 

for currency : it includes Money and Credit. 

PRICE is the quantity of Money, or Credit, given for any 
Economic Quanthy. 

INTEREST is the sum paid for the use of a sum of fconey at 
the end of the agreed on period. 
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RATE OF INTEREST is the sura paid for the use of a sum 
of money for a given period. 

PROFIT is tlie excess of the price realized above the cost of 
any Economic Quantity offered for sale. 

RATE OF PROFIT is the above excess made in a given 
time, 

DISCOUNT is the difference between the Present Value of a 
Debt and its amount. 

RATE OF DISCOUNT is the above difference with regard to 
a certain time. 

A SECURITY FOR MONEY is the Right to demand a sura 
of money from a certain person. 

A CONVERTIBLE SECURITY is any property which may 
be readily sold. 

CAPITAL is any Economic Quantity used for the purpose of 
Profit. 

FrxKD CzvriTAT. is that which remains in the possession 
of tlie owner while being used, and whose value is 
replaced by instalments in the price of the products. 

Floating Capital is that whicli he parts with, and 
whose value is restored to him in Que operation, in 
the price of the product. 

PRODUCE; PRODUCER; PRODUCTION. 

To PKonucE is to offer any Economic Quantity for sale 
or cxcliaiige. 

The Pjroduckr is the seller, 

PitoDiJCTiON is the ollering any Economic Quantity for 
sale or exchange. 

CONSUME; CONSUMER; CONSUMPTION. 

To Consume is to purchase any Economic Quantity. 

Tile Consumer is the buyer, or customer. 

Consumption. — Tlie purchase of any Economic Quantity. 

SUPPLY is the amount of any Economic Quantity offered for 
sale or exchange. 

DEMAND is the Desire and the Power to purchase any 
Economic Quantity. 

PRODUCTIVE LABOUR is Labour which produces a Profit, 
or draws forth something in exchange for it. 

UNPBODUCTIVE LABOUR is Labour which produces no 
profit, or an inadequate profit. 



CHAPTER V. 


THE THEORY OP VALUE. 

Pkkliminary Remarks. 

Section I. Definition’ of Vaix'e — Error of the Expres- 
sion Intrinsic V^arue — Depreciation ani> 
Diminution in Value — Impossibility of a 
Standard of Value. 

Section IL On thic Origin, Source, or Cause of Value. 

Section III, To investigate a General La\v of Value; 

OR THE General Equation of Economics. 

We have seen in the preceding chapter that w riters in ancient 
times and all the principal Economists since Atlam Suiith have 
recognized the fact that there are tliree distinct species of 
Exchangeable Quantities, proceeding from three different 
sources, the Earth, the Human Mind, and Uie Human Will. 
It is also a matter of ]:>ositiv e knowledge that there arc no more 
than these three species: consorpiojitly, having a])p]ietl the 
principles of Inductive Logic as laid dow'n by Bacon, to gene- 
ralize our fundamental Concoplions, so as to gra’^p all these 
three species, we are sure tliat our Conceptions cannot be over- 
thrown or modified, because if is not j)Ossibl(? that there should 
be any Economic Quanti ty which is not of the form of Money, 
Labour, or Credit. 

The Physiocrates, who only admitted the material products 
of the earth to be .wealth, said that all Products were ultimately 
exchanged against Products; a formula which was very in- 
cautiously adopted by J. B. Say. Beccaria, who would have 
attained a very high repute as an Economist if his lectures 
delivered in 1769 had not been suppressed until 1804, says’r^ — 
“ In every age there ba.s been an exchange of jproducts for pro- 
ducts reciprocally Buj/erfluous and necessary, of services for 
products, and of services for services. Thus Becoari^ only 
treated -of two species of Exchangeable Quantities, ahd^^ 

* Ji'hmc nil di JScor^onih inihblica ^ Proluoionc, 
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kinds of exchange. But we have shewn that there are three 
species of Exchangeable Quantities and Six different kinds x>{ 
Exchange, whicli constitute the domain of the pure science of 
Economics, or Political Economy in its most modern definition. 
We have defined the Value of any Economic Quantity to be 
any otlier Economic Quantity for which it can be exchanged. 
Hence to investigate tlie Tlieory of Value is to investigate the 
laws whicdi govern the relations of Exchangeable or Economic 
Quantities. 

The complete Theory of Value comprises the following: — 

1. 2^ he Definition of Value, 

2. The OrUfin^ Source^ or Cause of Value, 

3. The General Dmo of Value: or the General Equation 

of Econom ics, 

On each of these points there has been tlie most extraordinary 
conflict of opinion among writers. We slnill, therefore, have to 
investigate each branch of the subject separately, as we have 
already done the general conceptions of tlie sciemte. We shall 
have to generali/e each of these Inanches by ascertaining and 
eliminating tlie accidental and intrusive ideas, so as to include 
the three difierent species of quantities ; and we shall then have 
to investigate a general Law of Value, or a General Equation of 
Economics which must be appli(*able to all tlie six species of 
exchange, equally and indifferently: by the same Baconian Laws 
of Inductive Logic whicli have been held universally supreme in 
all other Physical Sciences, 
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Section I. 

Definition of Value— Ekror op the Expression In- 
trinsic Value— Depreciation AND Diminution of 
Value — Impossibility of a Standard op Value. 

1. ‘‘As Value,” says Whatcly,' “is the only relation with 
wl)ich Political Economy is conversant, we might expect all 
Economists to be agreed as to its meaning. There is no subject 
as to whicli they are less agreed.” 

Every one who has read much of Economical writers must 
recognize the truth of the assertion; hence we must establish 
the true and original meaning of Value, and afterwards shew 
the confusion which has been introduced into the subject. 

Value originally means esteem, or estimation, as we speak of 
a highly valued friend. But such value is not an Ecoriomio 
phenomenon; to be so it must be manifested in some tangible 
form. 

We have seen in the preceding chapter, § 19, that Aristotle 
says that Value, a2/«, is a relation to external goods, 

Ifovv alia is derived from ayw, one of whose meanings is to 
xmigh^ or he of the loeight of; so Demosthenes, speaking of 
some golden goblets, say5>* — ayovtra ImaTif fiyavf each oxie 
weUjhrng a mina. And again, speaking of tlje sword of 
Mardonius, lie says^ — “ «c vye rpiaKotriovg SapeiKovgf which 
weighed three hundred darkn. Hence meant equality, 
weight for weight. 

So Homer, Iliad xxiii,, 885, says — 

KTati ot Xtfirir aTrwpor, (ioog ufiov, avdefiveyTn 
Otjtl i:t ciytDm ^>fpu)v. 

And he offered too^ as a prizCy a new caldron ornamented 
with flowerSy worth an ox, 

Herodotus, iv., 196, describes a curious way in which the 
Carthaginians traded with the Moors. They brought out their 
merchandize and placed it on the beach, and lit a fire and got 
on board their ships. The natives seeing the smoke came down 
to the beach and placed a quantity of gold near the merchan* 
^ Appen^^ix to 1^04:, AmHgiUiua term, 

• Andrvticn^ 617 , 21 . • Against inmoetateSt 741 , 7 . 
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dize, and then retired to a distance. The Carthaginians then 
disembarked and came to see it. If the gold seemed to them of 
the value (a^toc) of the merchandize, they took it in exchange 
and went away. But if it was not sufficient in value they went 
on board their ships again. The natives then came back and 
added some more gold to their heap until they w^ere satisfied. 
And neither party cheated the other. For neither did the 
Carthaginians touch the gold till they thought it equal in value 
{aTriff^drt ttj a^u/) to the nicrcliandize, neitlier did the natives 
touch the merchandize until the Carthaginians took a\vay tho 
gold. 

So w’^e have seen that in Roman Law it was said that a thing 
was of the value of Avhat it Avould sell for. Thus anciently the 
value of a thing w'as ahvayKS something external to itself, 
something it Avas equal to, bulk for bulk, and no ancient Avriter 
wdio had clear ideas Avould ever liave thought of speaking of 
Intrinsic, or Internal, V aluc. 

So the Physiocratos considered Value *to be a nevr quality 
which products acquired when men lived in society — Products 
acquire then in the social state, which arises from the commu- 
nication of men among each other, a iieAv quality. This quality 
is Vidue^ Avbich makes products become Wealthy and there is 
properly speakirjg no superfluity, because the excess becomes 
tlie means of obtaining Avbat is AA’anted. 

‘‘ Value consists in the relation of exchange Avhich takes place 
between such and such a product ; between such a quantity of 
one product and such a quantity of another. 

“ Price is the expression of value : it is not separate in ex- 
change; each thing is reciprocally the price of the merchandize: 
in a sale, the price is in mouey.” ^ 

And this is the true idea of value. Thus, let A and B be any 
two Economic Quantities Avhich are exchanged at any moment, 
then we may say : — 

A valet B 

or, A is of the value of B 
or, A « B. 

Then B is the value of A in terms of B, and A is the value of B 
in terms of A, 

\ JU Trome*: De VinMt I,, $ 4. 



282 PRINCIPLES OF ECONOMICS. [Chap. V. 

Hence it is clear that ralue is a Ratio, or an Equation. It is 
like distance. It necessarily requires two objects. The value 6f 
a thing is always soraetliing external to itself. It is absolutely 
impossible to predicate that any quantity has value, withoitt at 
the same time implying that it can be exchanged for something; 
and, of course, everything it can be exchanged for is its Value in 
that commodity. It is impossible to say that any quantity has 
value, without at the same time stating Value in what-^whether 
bread, or shoes, or cloth, or money, or anything. So it is impos- 
sible to say that any town has distance, unless we state the place 
it is distant from. We can no more say that a quantity is worth, 
than we can say that London is distant. And as any place is of 
different distances from other places, so any quantity has as 
many Values as other quantities it will exchange for. 

Now,8up])o.se B as above is ten guineas: then A may be either 
of the three species of exchangeable quantities. It may be a 
material product like a watch : or it may be an immaterial pro- 
duct, such as so much instruction in science or literature, or it 
may be so iniieh amnseimMit — as so much acting, or any other 
service : or it may be an incorporeal product — as a Debt, under 
the form of a Bank Note, or a Bill of Exchange; or so much 
Public Stock, or any other species of incorporeal property. 
Each of these si)ecic‘.s of property is of the value of ten guineas: 
and therefore it manifestly follows that each of them must be 
equal to each other: for livings which are equal to the same 
thing are equal to one another. 

But B may be either of the three species of exchangeable 
quantities as well as A, Therefore any Economic Quantity may 
have Value in terms of any of the others. 

It is fron3 failing to keep a firm, clear, and distinct gi*asp of 
the fundamental conception that the Value of an Economic 
Quantity must be some other quantity for which it can be ex- 
changed, that so much confusion has been created in the subjects 
of Wealth, Value, Productive La})Our, and Economics generally, 
Aristotle says that Wealth is anything whose value may be 
measured in money, and from this wide and general definition 
the author of the Eryxias irrefragably proved that if a person 
can gain a living bj giving instruction in scienedj etc., then 
that instructicn is wealth, just for the very sSme reason that 
gold and silver are so— because they can purchase the necessaries 
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of life. So the Roman Lawyers, who also made the principle 
of wealth to reside solely in exchangeability, classed Eights 
under the title of wealth, because naked abstract rights may be 
bought and sold like anything else. 

The value of the goods in the merchants’ and traders’ ware- 
houses, is the money in the pockets of their customers. The 
value of the money in the pockets of the }>ublic is the various 
products And services it can purchase. The value of a Professor’s 
lectures is the fees paid to liim by his students. The Value of 
the Lawyer’s, Pliysician’s, Surgeon’s talents is the income he can 
earn. Hence Maltlrus’s reason for excliuling immaterial products 
from Economics, because the}" cannot be catalogued and valued, 
besides being quite irrelevant to the science of Economics, is at 
once overthrown, because Ave have only to enumerate all the 
Lawyers, Physicians, Surgeons, Civil Engineers, Architects, and 
men of all sorts who exercise a profession, and ascertain their 
income, and the value of tlieir labour is as easily catalogued and 
<letermined as that of any material products. 

The Value of an Incorporeal Riglit, or Promise, is the thing 
wliich may be dciuiinded or promised. 

The, Value of a £5 note is five sovereigns. The Value of a 
Postage Stamp is the carriage of a letter. The Value of a 
Promise, or Pledge, to cut a man’s liair is the cutting of llie hair. 
The Value of a Railway Ticket is the journey. The Value of 
an order to see the Zoological Gardens is being admitted to see 
them. The Value of an admission to the play is seeing the play. 

Suppose the price of getting one’s hair cut is a shilling; 
suppose I want my hair cut : what diiVerence does it make to 
me whether I have a shilling in my |)Ocket, or the pledge of the 
hair dresser to cut it ? Is it iiot clear that in this case the 
shilling and the promise are of exactly the same value to me? 

■ Suppose I want a loaf of bread winch costs a shilling : what 
difference does it make to me wh(3thor I have a shilling in my 
pocket, or a Promise from a biker to give me the bread ? Are 
not the shilling and the Promise of exactly the same value to 
me in this case ? 

Suppose I want to see the Zoo : what.differeiice does it make 
to mo whether I h?ive a shilling in niy pocket, or an order for 
admission ? Ard not the shilling and the order of exactly the 
game Value to me in this base? 
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In short, suppose I want any product or service at all, what 
difference does it make to me whether I have the money in my 
pocket to purchase it, or a Promise from some one to render me 
the product or the service? Are not the money and the 
promise of exactly the same Value to me in each separate case? 

Each separate tradesman only, of course, promises to^ render 
some particular product ; and as this product is not demandable 
from any one but the person who has given the pledge, it has, 
of course, Value. 

Now what is Money? It is nothing but the generalized 
Right, or Power, to demand whichever of these products or 
services we may require at any time. Is it not clear, therefore, 
that money is a General Right, while each of these Pledges is a 
Particular Riglit ? 

Is it not clear, therefore, that each of these separate Rights 
is of the same nature as money, only inferior in degree ? And 
that they are Economic Quantities, or Wealth, for the very same 
reason that money is ? And that money is nothing but a stored 
up or accumulated general power or Right of demanding all 
products and services? Is it not clear, that if a man had his 
pocket full of promises or pledges by solvent persons to .render 
him all the products and services lie wanted, he would be just 
as wealthy as if he had so much money? Hence we see the 
perfect justice of the Roman Law — “ Under the title of Wealth, 
or Money, Rights are included.” 

These Rights, then, being clearly shewn to have Value, and 
be Wealth, like any material products, they may be bought, 
sold, and exchanged like any material products. A Right to 
demand a loaf of bread may be exchanged against a Right to 
have one’s hair cut. One of the Ionian oil bills mentioned be- 
fore ‘ may be exchanged for a pledge, or promise to pay so much 
tea, or any other product. 

So a Right to demand a sum of money to be paid three 
months hence, may be exchanged against a Right to demand 
money at once. And all these Rights are Economic Quantities, 
or Wealth, as much as any material products. They are the 
most colossal species cf property in this country, and the sub- 
ject of the most gigantic qpramerce, whoso mechanism is fully 
exhibited in the next chapter but one. 

* Anee, /F., S 20, 
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§ 1 ] 

As Value is the Ratio in which two Economic Quantities A 
and B will exchange, it is clear that the A^alue of A in terms 
of B increases or decreases according to the greater or less 
quantity of B that A can purchase : and the value of B in terms 
of A increases or decreases according to the greater or less 
quantity of A that B can purchase. It is also clear that if from 
any cause Avhatever the Value, or tlm Ratio, between these 
quantities has changed, the value of both must have changed. 
It is manifestly as absurd to say that the value of one ‘quantity 
has changed, Avhile that of the otlier has remained the same, 
as it would be to say that a railway train had increased its 
distance from the station; while the station remained at the 
same distance from the train. Moreover it would be as absurd 
to speak of a quantity changing its own value, or keeping its 
own value fixed, without stating the article with respect to 
which its value liad changed, or remained fixed, as it would be 
to say that an object had changed or preserved its own distance, 
or its own ratio, without saying distance from what, or ratio 
to what. 

Hence it is quite clear that nothing can have fixed or in- 
variable value unless everything else is fixed and invariable in 
value as well, because though the value of a quantity may 
remain the same with regard to any number of things, yet if 
its value has changed Avitli respect to any other things whatever, 
the value of that thing has changed. 

And as the value of anything is solely anything else it can bo 
exchanged for, it is manifest lliat if it can be exchanged for 
nothing, it has no value. No matter what (jualities it may 
possess, if no one else wants it, and Avill give nothing for it, it 
has no more value for its owner than if he were in the centre of 
the Desert of Sahara. Many persons have almost a diftioulty in 
believing that money can have no value; but Smith himself says, 
that if a guinea could not be exchanged for anything it would 
be of no more value than a bill upon a bankrupt. So Say says* 
things can only be valued by an exchange. This is strictly in 
accordance with the doctrine of all ancient writers and of the 
Physiocrates. 

Allthis is simple enough, and is only the necessary consequence 
of value being a ratio and requiring two objects. But while 

I CourSy Part c^. 1. 
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Economists admit that the value of a thing is sometliing exter- 
md to itself, they scarcely ever adhere to that coneeption, and 
its necessary consequences, but tliey constantly consider value 
to be some absolute inherent cpiality, a}>pertaining to the thing 
itself^ 'svithout apparently the least idea that these are two dif- 
ferent conceptions, and the whole subject has been thrown into 
inconceivable confusion by their sometimes treating value as a 
Quality and sometimes as a Ratio. 

Tiiere is only one farther thing that need be noticed hero: 
Value is the ratio in whieli any Economic Quantity will ex- 
change Avith any other Quantity: Price is the value of a Quantity 
in Money or Credit only. Now if Money or Credit be exc€js- 
sively abundant, tlie prices of all other things will rise, but 
they Avill still preserve their relative values among tliemselves. 
For if a loaf of bread and a pound of moat each cost sixpence, 
and if, in consequence of an excessive abundance of money or 
credit, they each rise to a shilling, tlic ])oiind of meat is still of 
the value of a loaf of l)read. Hence there may be a general rise, 
or a general fall, of prices. 

But there can be no su(?h thing ns a general rise, or a general 
fall, of values. Everytliing can no more rise or fall w'ith re- 
spect to everything else than, as Mr, IMill says, a dozen runners 
can each outrun all the rest, or a hundred trees can all overtop 
one another ; or than, every donkey can come in last iu a donkey 
race. To suppose that all things could lisc relatively to each 
other would be to realize Pat’s idea of society, wliere evoiy man 
is as good as his neighbour, and a great deal better too. 


On the Error of the Expression Intrinsic Value. 

2. We have now to call attention to a phrase which has been 
the cauvse of an c?normous amount of conlusion in Economics. 
Say very justly remarks on the difliciilty of divesting the mind of 
the influence of common language in this subject. Notliing has 
been more mischievous than the influence of the phrase we are 
going to notice, and to exterminate it is the first step in the 
improvement of the science— especially for the duo compre- 
hension of the subject of Credit. 

All ancient writers kept their minds clearly fixed on the thing 
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which anything could be exchanged for as its value, or some- 
thing external to Itself, and we have not found in them any 
trace of such a confusion of ideas as the expression Intrinsic 
Value. But their writings on the subject seem to have been 
totally forgotten. In modern times when men began to con- 
sider Uie subject of wealth, gold and silver were long held 
to be the only species of wealth, because they outlasted every- 
thing else, which wasted away or was destroyed, 'while they 
remained. When men began to see the absurdity of holding 
specio to be the only w^eallh, they looked to some quality 
of the thing itself, as constituting a tiling wealth, and then 
tliey began to speak of Tnlrmsic Value, We have not been 
able to discover Avhere or when this expression arose; but 
so long ago as 1606 an aide ^writer, Barbon, pointed out the 
confusion whicli had arisen from mistaking the absolute quali- 
ties of a thing for the thing it would exchange for. He says * — 
There is nothing that troubles this controversy more than for 
want of distinguisliing botweou mine and virtue. 

“Value is only the price of things; tliat can never be certain, 
because it must be there at all times, titid in all places, of the 
same value ; therefore noihinff can have an Intrinsic Value. 

“But things have an intrimlc virtue in themselves, which in 
all places have the same virtue: as the loadstone to attract iron, 
and the several qualities that belong to herbs and drugs, some 
purgative, some diurelical, &c. But these things, though they 
may have great virtue^ may be of small value^ or no price, 
according to the place wdiero they are plenly or scarce, as the 
red nettle, though it be of excellent virtue to stop bleeding, yet 
here it is a weed 'of no value from its plenty. And so arc spices 
and drugs in their owm native soil of no value, but ns common 
shrubs and weeds, but with* us of great value, and yet in both 
places of the same excellent intrinsic virtue.” 

Again — “For things have no value in themselves; it is 
opinion and fashion brings them into use and gives them a 
value.” 

Barbon thus puts his finger on the very thing which is the 
curse and the bane#of Economics to this very day, the expres- 
sion Intrinsic Value^ which is confounding an intrinsic quality 

disc&urse c&ncfiming coinmg the new money Uiihter^ in ansieer to Mr, Lock'9 
c^defatima raising the 
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with an eternal rekition. It is this very phrase which in 
recent times has done so much to obscufe and confuse the 
Theory of Credit. 

The most distinguished writer who, before the Physiocrates^ 
wrote against the Mercantile System, was Boisguillebert, the 
morning stai’ of modern Economic Science. In the .various 
writings, Ze detail de la I&ance, published in 3697, the Factum 
de la France^ 1707 , and others, he advocates all thosa doctrines 
wliich Tui’got was only able to carry out tliree-quarters of a 
century later, Boisguillebert says' — ‘^Wealth from the be- 
ginning of the- world, by the destination of nature, and the 
order of the Creator, is nothing else than an ample enjoyment 
of the wants of life : as tliey are simply reduced, to food and 
clothing necessary to defend men from the rigours of the 
climate, it almost all consists in two kinds of occupation, namely 
ploughing tlie earth and pasturage,” And again, showing the 
absurdity of considering gold and silver as wealth, when they 
could not be exchanged for the necessaries of life, such as food 
and clothing, ho says^ that these are the only things which 
should be considered as wealth. 

And after this time the usual definition of wealth among 
writers who rebelled against the Mercantile System was the 
** annual produce of land and labour.” Thus Cantillon says’: — 
The earth is the source or matter from wlience all riches are 
produced: the maintonaiice, convenience, and superfluities of 
life are, i)roperly speaking, riches, labour the first, and industiy 
the second, means of obtaining them.” So Turgot, Verri, 
Beccaria, and, indeed, all Economists at that time make wealth 
to consist of the necessary, useful, and agreeable things ob- 
tained from the earth by lal)our. This definition, which looked 
to things as being wealth from their useful qualities, naturally 
led writers to speak of Intrinsic Value. The principle of 
exchangeability was also included by these writers as apper- 
taining to wealth, but only as a secondary and subordinate one, 
not as the sole and exclusive one, as it was by ancient writers. 

Economists then confined their attention solely to things of 
value, the produce of labour, quite oblivious of the fact that 

* (h la France^ ch, iv, 

* IHesertalwn aur la nature (ka richtaaea, Comideraiions gindruka. 

» AfuUyaia of Trade, p. 1 , 
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there are multitudes of thiugs of value which are not the result 
of labour at all. Then they began to consider that things would 
exchange in proportion to the labour employed in producing 
them. Thus the value of a thing was considered to depend on 
the quantity of labour employed to produce it. Thus the quan- 
tity of labour embodied as it were in the thing came to be 
counted as its value, and value thus came to be called Intrinsic^ 
and many of the most eminent Economists consider value 
to .be some inherent quality of a thing conferred by labour. 
This unhappy phrase, Intrinsic Value, meets us at every turn 
in Economies, and yet the slightest reflection will sliew that to 
define Value to be sometlung (Eternal, and then to be constantly 
speaking of Intrinsic Value, wxe utterly self-contradictory and 
inconsistent ideas. 

Thus over and over again it is repeated in Economical works 
that money lias Intrinsic Value, but that a bank note, or bill of 
exchange, is only the rejwesentatlce of value. 

Money no doubt is the produce of labour, but as Smith ob- 
serves, if it would exchange for nothing it would liave no value. 
So that after all, Smith comes to excliangealiility as the principle 
of value. So also Say says that the value of money only con- 
sists in the things it will buy. How then can its value be 
Intrinsic? How can anything have Value, unless it 
has the' things it will exchange for inside itself? Money has 
Tnti*inaiG Value ! Has a piece of money got tlie merchamlize, 
and all the other things it will purchase inside itself? Money 
will exchange for anything — corn, houses, horses, carriages, 
books, &c., and each of these is the Value of the money with 
respect to that commoditv. But which of these is its Intrinsic 
Value? 

It is quite clear that money has not Intrinsic, but General, 
Vjalue, because it is generally exchangeable throughout the 
country. But place it among a race of savages and where 
would its value be ? , 

Persons throughout a country will alwayvS be ready to give 
tUmgs ill exchange money of the country, hence money 

has Genera} PerrMnent Value, but manifestly not Intrimic 

Tfalue/ 

All Eooftbmists admit that a bjiuk note payable on demand ia 
of the value of money. And why is it so? Simply because 
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it is exchangeable for money. A bill of exchange on a solvent 
merchant has value, simply because at a certain time it will be 
exchanged for money. Hence it is clear that bank notes arid 
bills of excliaTjge have value for precisely the same reason that 
money has, and no other, viz,, tliat they are exchanfjeahle for 
sometMm; else. When money can be exchanged it has value ; 
when it cannot be exchanged it has no value: when a bill, or 
note, can be cxclianged it has value ; wlien it cannot be .exchanged 
it has no value. 

Hence we sec tliat the Value of Money and Credit of all 
kinds is essentially of tlie saino nature, though there may bo 
different degrees of it. A piece of orcslit is an article of 
merchandize aiul an excliangoable commodity just as much as 
money or any otlior goods. 

The expression Intrinsic Value is so coinnion that ])crsons «are 
apt to overlook its incongruity of idea ; but if w o use words of 
similar import w’liose use has not been so corrupted, the ali- 
surdity will be at once apparent. Thus wlio ever heard of an 
Intrinsic Distance, or an Intiinsic llatioV The absurdity of 
these [)lirases is a]»j)arent at once ; but they are not more absurd 
than Intrinsic Value. To say tliat money liecause it is material, 
and tlie produce of land and lalioiir, has Tiitrinsic Value, and 
that a Bill or Note is only the lieprescfitatlee of value, is as 
absurd as to say tliat a wooden yard measure is intrinsic 
distaiHje, and the space between two points one yard apart, is 
the rejyresentatlce of distance. 

Tlie extraordinary inconsisteneies into wdiieh Smith and 
Kicardo have fallen are more fully exliibited in the next section 
but one, on a Standard of Value^ but we will give here an 
example of the confusion of idea into whicli able writers are 
betrayed. Senior says ‘ — ‘‘ We have already stated that w'^e use 
the w^ord Valuk in its popular acceptation, as signifying that 
quality in anythiiiy ichlch fits it to be given and received in 
ediichange, or in other w^ords to be lent or sold, hired" or 
purchasctl. 

defined, Value denotes a relation reciprocally existing 
between two olijects ! ” 

Now the quality of a melon which fits it to be sold is its 
agreeatile flavour ; its flavour is, according to Senior, its yalu0 ; 

I roUtical Ecommy, p. 13, 
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and so defined, he says, it means it costs Ss. ! That is, ho 
defines the quality of a thing to be its in-ice ! 

But Economics has nothing to do with the useful or agree- 
able qualities of things, but only with their external relations to 
other things. The sole qualit}'^ of things which an Economist, 
qu^ Eoonomist, is to investigate is their exchangeability; and it 
must always be remembered that Economics is a pure science of 
Ratios. . 


On the distinction hetween Depueciati6x and Diminution 

IN Value. 

3. We must now observe the dillerence between tAVO expres- 
sions, which, though often used iudiscriuiinately, are essentially 
distinct, viz., JJiinimdion in Value and l)epreclation. An 
alteration in value of any commodity means that the qiiaulity of 
it which was considered as an equivalent for a certain amount of 
some other commodity with which it is compared, has undergone 
a change. TJepreeiation moans that it is not really of the value 
it professes to be. Alteration in value of a commodity is always 
used in reference to some other commodity with wliicli it is 
compared; Depreciation, in reference t{:^> itself. Thus, if at any 
given time an ounce of gold Avill oxchaiigo for lifteeii ounces of 
silver, and owing to any great and stidilon increase of the 
quantity of silver, wliile the quantity of gold remains the same, 
one ounce of gold becomes able to purchase twenty ounces of 
silver, then silver is said to have sustained a Diminution of 
'Value with respect to gold; or if, while sih’er remained the same, 
gold became very scarce, so that one jrounce of gold would 
purchase twenty ounces of silver, then gold would be said to 
have risen in value with rGS])ect to silver. But if a bank note, 
which professes to be of the value of five sovereigns, Avill only 
purchase four sovereigns, it is depreciated ; or if a guinea, Avhich 
profevsses to contain a certain amount of fixed weight of pure 
gold, does not contain that amount, it is depreciated. The 
expression Diminution in Value h applicable l)oth to commodi- 
ties and money; the word Depreciation is more properly 
restricted to currency ; when an analogous change takes place in 
commodities, it is usually called deterioration^ 

r 2 
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Tliese distinctions are very necessary to be observed in all.dis- 
ciissions regarding the value of coins which retain the same 
names during a long series of ages. The pound of money iti the 
<ia\ s of AVlliiani the Conqueror really meant a pound weight of 
silver bullion ; and silver was the only money. Since then 
silver has greatly increased in quantily, and other things are 
used as money, which have tended very greatly to diminish its 
value. It is said, though of course all such statements arc 
extremely dilheult to verify, that silver has fallen to a twelftli of 
its value in those Limes. Not only has the value of the metal 
greatly diminished, but the coinage is greatly dcteiiorated. By 
various dimimil ions effected by successive sovereigns, the shilling 
now is only the GGth j)art of a pound weight, whereas it was 
formerly the ‘iOtli part. Jlenceit is said tliat a sliilling will only 
command the oGtli part of what it formerly would. Though, as 
great changes liave taken place in everything else as well, it 
would l>e diflicult to prove this. 

These causes affecting the value of coins which retain tlieir 
names tlirough long periods, may act in the same, or opposite, 
directions. It is quite easy to im.ngino that a coin, tlunigh 
greatly deteriorated, or diminished fi*om its original weight, 
may, in consequence of the increased value of the material of 
which it is conqioscd, be aide to purchase as much as it would 
have done originally. It is allegcil sometimes that this happened 
at Rome. The first coinage of Rome was copper, and this metal 
was found in great aliundanco for some time after the founda- 
tion of the city. Tlie first measure of value was the as which 
was a pound weight of copper, nie as was subsequently reduced 
to tliG twelfth part of its weight, and some writers say, that in 
consequence of the great scarcity of llie metal, it had increased 
so much in value, tlmt the doterioratc‘d coinage would purchase 
as much as the full pounrl would originally. This may bo m, or 
not, but it in no way affects the argument. It might, very 
possibly Iiave been so. 

These considerations greatly affect the public in the matter of 
public debts. Tlie State agrees at a particular time to pay a fixed 
quantity of bullion, either for ever, or for a long period, to the 
public creditors. Novr, even supposing all other things to remain 
the same, the value of the money may vary very greatly during 
long periods, cither from the increased scarcity, or the increased 
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abundance, of the metal ; and either the State or the cvcditov8 
may be grievously affected by these changes. 

In recent times, many able Economists liave expected that the 
value of gold Avould be violently affected by tlie great discoveries 
in California and Australia, Some countries liavo taken such 
alarm al this as to abolish gold as the legal measure of value, 
and some wiiters have proposed that the weiglit of the sovereign 
should bo*increased in consequence. Even if the co]isc<iuences 
expected did follow, which is extremely doubtful, it is not very 
likely that this would be done, ilowevei-, this is not the place 
to discuss this important question. 


A Standard of Value is imdossikle. 

4. The nnfortiniate confusion of ideas bolAveen tbe Value of 
.'^quantity being any other (piantity a tiling will exchange for, 
and the quantity of labour embodied in obtaining the quantity 
itself, has led not only to the miscliievons expression, Intrinsic 
Value, the source of endless confusion, but also to tbe searcli for 
something which reffection would have sliowu to be impossible, 
viz., an Invariahle Stmidard of Voluc, 

The great difficulty in dealing with Economical writei*3 and 
their opinions is, that to collect their opinions, it is often neces- 
sary to })lace before tlie reader long jjassagosj and to examine 
closely tlie structure of nearly evx^y sentence, to mark tin? 
changes and inconsistencies of tliouglit which take place. Tiiis 
is insufferably wearisome to the reader, and tlierefore we must 
refer to tlie chapter in Smith on the subject, for a full considera 
tiou of his views. It is B. i., c. v. But we must sliortly state 
his doctrine. 

The first doctrine he lays down is that the value of any com- 
modity is equal to the quantity of labour wliicli it enables liim 
to command or purchase. Hence, if I denote labour, 

./V==:Z, 2?, 3/, 4^ . . . . 

Ho then says, in the next paragra])b, that that is the same thing 
as saying that it is equid to the produce of labour it enables him 
to purcliase ; or, denoting produce by 

. . . . 

And then in the next paragraph he says that the value of any 
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thing is more frequently estimatetl in money than either in labour 
or commodities ; or, denoting money by t??., 

A~~m, 2/n, 3///, 4 /m . . . . 

NTow, although it lias justly been pointt-d out that these modes 
of estimating the value- of a quantity arc by no means identical, 
we observe (hat in t liis passage, Smith defines tlie value of h thing 
to be something f,dt‘rn(fl to it'^olf — it is the thing which any thing 
can be exchangi‘d for. ITeiua? it is manifest that the value of A 
imisf vary directly, as /, or ui. I’he more I, ^>5 or ni that 
can l>e got for A, the luon* valualih? is A ; the less oi* /,/>, or m 
that can he ixot for A, tiio less valuable is A. It is also perfectly 
clear, that if any < hange whatever lal<i‘s jilaee in the exchange- 
able relalion.s between A and tliese quantities, the value of A has 
changed. 

Ill •nee Smith admits that Value, like distance, requires two 
objects. If any change takes place in the })ositi.>n of lithei* of 
these, the distance betwiMMi them has cliangeil, no matter in 
wliicli tlie change takes place. Ho if the e.\<diangoable relation 
between two quantithfs changes, their Value has changed, no 
matter in wluedi the cliangv takes })!ace. Ilema,; it is clear that 
there can lie no such thing as /nrtfruf.hfe Nothing 

whatever can l>y any po>sibility have an invariable value, 
unk'S-S its (‘xchangcable ri4alion with everything* else is fixed. 
Hence we can at once see lliat, bv the verv natnre of things, 
there can be no such thing as an invariable standard of value, 
by whicli to imaisure tin* variations in value of other things, 
because, by the very nature of things, the very condition of any- 
tliing l.ieing invariable in value is that nothing else shall vary in 
value; and consequently the very condition of there being an 
invariable slainlard is, that there sliall be no variations to 
measure. 

Nevertheless a very large body of Economists have set out 
u]K)n this wihl goose chase — Ibis search tor an invariable 
standard, which it is utterly contrary to the nature of things 
should, exist at all. Directly after the passages we have I’e- 
ferred to, Sniitli commences the search for that single tiling 
wliich is to be the invariable standard of value. He says that 
gold and silver will not do because they vary in their value, 
— sometimes they can purchase more and sometimes less of 
labour and other commodities. Then he says: — 
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lint as a measure of qiiftritity, such as the natural foot, 
fathom, or handful, Avliieh is eontiimally varyiiiG: in its own 
quantity, ean never be an accurate measure of the quantity of 
other things, so a commodity, which is iudf cordimmlly vary- 
ing in its otmi valve^ can never be an aecurate moasuro of the 
value of other commodities. Equal quanlUles of lahour at all 
tim es and places 'may he said to he of equal value to the labourer. 
In his ordinary state of health, strength, and sjiirits, in the 
ordinary degree of his skill and dexterity, he must always lay 
down the same j>ortion of Ids ease, his liberty, and his happiness. 
The price v:hlch he pays must ohruys he the .sY/z/itc, vdufh ver 
may he the quantity of giutds v'JkUh he recelces In rduvn for it. 
Of those, iiuleed, it may somelimes [nnadeise a greater and 
sometimes a sjiialler (piantity, hut Ij Is their value vduch varies.^ 
not that of the lahour which purchxiscs them. At all times and 
places, that is dear wliit^h it is dillienlt to eome at, or wbieli it 
costs mucli labour to ac(iuire, and that eboaj) wlfieh Is to be bad 
easily, or with very little labour, LtdHtur alone,^ therefore^ 
never varying in its onui value^ is alone the ultirmae and real 
Hta)idard hy inhleh the value of all cornrnodities can. at all times 
and pdaccs he cstij/aitful and compared. It is their real price; 
money is tlieir nominal price only. 

Jhit though equal quantities of lahour are always of equed 
indue to the lahourery yet to the person wlio employs him they 
appear sometimes to 1)0 greater, and sometimes of smaller value. 

5jS lj5 Jjl iJ? ijl 

Jjahour., therefore,, It appears evidently, is the only universal, 
as well as the indy accurate nteasurc of value, or the only 
standard hy which we. can ctnnpare the value of dijfercnt com- 
modlties at all times and at all j)laees I'* 

Now the utter confusion of ideas in those passages is manifest. 
A ft)ot, or a fathom, is an absolute <|uai\tity, and of eaurso may 
increase or decrease by itself; but \"ahie, by Smith's oavii defini- 
tion, is a ratio, and therefore we might just as well say that, 
because a foot which is varying its own length cannot be an 
accurate metisure of the length of otlier things, therefore a 
quantity which is ahvays varying its own ratio cannot bo an 
accurate measure of the ratio of otlier things. The utter 
coiifuvsion of ideas as to the whole nature of the thing is manifest, 
may measure a tree with a yard, because thoy arc each of 
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them single (jiiantlties, but it is^an impossibility that a single 
qumitity can measure a ratio. It is a manifest impossibility to 
say 

a : 0 w X 

It is manifestly absunl to say 4 is to 5, as 8, without saying, as 
8 is to what ; just as it is absurd to say that a liorse gallops at the 
rate of *20 miles, Avithout saying in what time. 

But Smith tells us that “equal qJiantities of labour a’re a1^A^ays 
of equal value to tlie labourer.’' What! if a man performs 
a certain quantity of labour, and gets £1,000 for it, is his labour 
of the same value to liim as if lie gets live sliilliugs? 

The iiicoiigriiity of idc'as in tliis chapter of Smith is palpable. 
He first of all defines the Value of A to be the quantity of 
things it Avill purchase, and therefore, of course, varybig directly 
as tliat quantity, and them he suddenly changes the cojioeption 
of Value into the < piantily of labour bestowial in producing A ; 
and says that the Valium of A is invariable, so long as it is 
produced by tin; same quantity of labour; and lliat its Value is 
the sanio whatever quantity of things it will [mrchase I 

The term Value has lx cn used with such diversity and incon- 
sistency of meaning liy Avr iters, that it will aid much in shcAving 
the confusion that runs through the Avliolo of Smith's ideas to 
translate them into mechanical language, thus: — 

“As a measure of (juantily, such as a foot, whieli is always 
varying its OAvn lengtli, can never he an accurate measure of the 
length of other ihings, so an object which is always varying its 
OAvn disfance can never Ix^ an aciuirale measure of the distance 
of other objects. .But the sun is always at the same distance. 
And though the eartli is sometimes nearer to the sufi, and some- 
times farther off from it, the sun is alAvays at the Aainc <listance. 
And tliough the eartli is at diflerent distances from the sun, it is 
ilie distance of the earth which has varied, and not that of the 
sun ; and the sun alone, uevcu* varying its own distance, is th^ 
ultimate and real stMudard by which tlie disUinees of all things 
can at all times and places he estimated and compared.’^ 

Such is a lair translation into mcohanical languages merely 
substituting “distance” for “value,” of Smith’s kUas. No' 
A\s>nder, says Francis Horner,* “we have been under the neces- 
sity of suspending our progress in the peruBal of the Wealth of 
Yatiops^ on account of the insurmountable difficulties, obscurity; 
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and ombarrassment in which the reasonings of the fifth chapter 
are involved.” 

But after saying, in the last-mentioned passages, that a thing 
produced by the same quantity of labour is always of the same 
value, no matter what it may exchange for, lie says, speahing of 
money," in tlie passage we have already quoted, if it could be 
exchanged for nothing, it would be of no more value than the 
most useless piece of paper. So that, after beginning with ex- 
changeability, and then a<loptiiig quantity of labour, he comes 
back again to exchangeability as the measuixj of Value, quite 
unconscious that these are diilercnt coiK-eptions. And this con- 
fusion of idea runs througli the wliolc of Smith’s work: one 
half of it is based upon labour being the foundation of value, and 
the other half upon exchangeability. 

Exactly the same coniiision runs through the whole of Ricardo. 
He begins l)y saying* — ‘‘The value of a coiumodily, or the 
quantUt/ of any other coynmodlty for which it will exchange^ 
depends on tlie rolalive quantity of labour which is necessary 
for its production.” 

So again — ‘.‘In tlie early stages of society, the exchangeable 
value of these eommo<li.tie.s, or the rule which determines how 
much of one shall be. given in exchange for another. 

A little furtlu.*!’ oir* he calls the quantity of labour bestowed 
on a commodity, “ under many circumstances an invariable 
standard, indicating correctly the variations of other things.” 

Again he say.s '* — ‘‘ the stockings wouM inevitably tall in value, 
and consequently command Ics.s of other thiiig.'s. They would 
fall becau.se a less quantity of Labour was necessary to their 
production, mid would therefore exchange fora smaller quantity 
of these things.” 

Ricardo then starts on the .search of the Imariahle SUmdard 
of Yalm^^ which should itself bo subject to none of the 
fluctuations to which other commodities are exposed. He says 
that it is impossible to be posse.ssed of such a measure, because 
there is no commodity w'hich is not .subject to require more or 
less labour for its production. 

Afterwards he says®— “If equal quautities of labour, with 
' equal quantities of fixed capital, could at all times obtain, from 

' rrinciples, p. 1. ^ Ibid.^p. 3. » Ibid.^p. 6. 

1 Ibid.fP, la. ® Jhid.jCh. L, jr>. (>, ® i6iVL, ck, iii. 
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that mine wliich ])aiil no rent, equal quantities of gold, gold 
would bo as nearly an invariable measure of value, as we could 
in the nature of thiiigs possess. The (piantity would indeed 
enlarge with ilie demand, but its value would be invariable, and 
il tcould be em lncnth/ well calculated to measure the varying 
tjalae of all other thing sf 

In a subsequent i^art ot his work, he says’— ‘‘The labour of a 
milium of meu in inanuthctures will always produce -the same 
value.’’ — eonnnodily is alone invarialJe, wliich at all times 
requires the same sacririoe of toil and labour to y>roduce it.” 
Wiiieh is just as rational as to say, that a Railway Station, 
because it does not move, is always al the same distance from 
the trains whicli are flying: to, and away from, if., thougli they are 
at different distances from it! Tl»at the distanec froiu i> to A 
is always changim]:, but tbe distance from A to Ji is invariable! 
Ami atlor beginning by didiuing, and sevoral tinu'S repeating 
that, the value of a thing i> the otiier tlnngs it will cxchang(3 
for, ho ends by saying — I cannot agree w ith M. Say in 
eslimatiug the value of a commodity, by' the abumhmcc of other 
commodities fur which it will exchange'!” d'he extraonl inary 
conse(jueiu‘cs wlilcii Ricardo deduces from his doctrine will be 
more fully exhibit e<l in tlic next socti<»n,’’ 

Ricardo, therefore, begins l)y defnnng tlio value of a thing to 
be something external to it, and tlieii Jto ends by do.scribing it to 
mean the cost of production, or qnaiitity of labour, bestowed in 
obtaining it. TIu; very first day that J(?rcruy Reutham read tho 
book fu! wrot(? to Ricanlo to tell hijii that it was all founded on 
a confusion I»otwee]i and Value, 

Mr. Mill has sliewii the impossibility of there being an iii' 
vari.'ible standard of value, ■’ but he has not bi'ought out with 
safhciiujt distinctness the simple reason that Value is a liatio, 
aiid a single quantity cannot the measure of a ratio. 

In tlje passages we liave quoted, Smith and Ricardo have both 

* J'rinriiths^ cjt, xx. 

2 A iHs^-iple (if sn»>|iosfrcl to liavo oarriod liis iloctrines to an 

oxlromc, ^ays, 'J'Ijiti: is bt> nc'-essury romifjc-tiim ?«t all, or of auy kind, diroct or 
iiUiTst.', tlo- ^jnrtulity (.*ioniiiandi<l. :nid tho val.no <?<»minftiidu)^,'.'’ And ft 

lUth^ fiirtl.K’)‘ on, " .f that in yonr nsf, and in <ivvry body's nso of tbe word 

Viduo, a iiwh vulae <iu;tbMo enrehaso u iiif^h value, and that it will be ver}' absurd if it 
sliottld nof. /J/'f, to a yrMit that wwUtwn i$ mrehj not 

■'iidnUed id an.;/ vnnn'a idt’X ofVabmi / ’* — 77tr 7’cinpfu)''s Diatof/ucs hy Dc Quincey, 

^ Book 15. 
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assumed that labour is an invariable standard of value. Other 
things, it is true, have been i>ro))oscd, sucli as corn ; but Ave need 
not encuniber ourselves with their consideration, because our 
object is to sIkjw tliat such a thing is, hy the very nature of 
things, absolutely imijossilde. 

One of the first An iters to point out the inipossil/ility of sucli 
a standard Avas ]Mr. Samuel Dailey, in his admirable “ Critical 
l)lS!<ertati.on on the Natare, Me<ii>Hres^ (rad Cmoics of Voliief a 
Avork which has greatly cmitributod to feimd K(*onomie Science. 

If Ave luul a Dritisli yard and any foreign measures before us, 
Ave could at once perceive the difference lietween tliem, and if 
Ave Avert* told the jueasiirenuMils of any foreign buildings, how- 
ever remote in age or eoimlry, we could by a \'(*ry simple calcU" 
lation, reduta? lliem to the standard of Ibitisli measurement, and 
compare them in size with our OAvn luiildings. So Avith our 
nieasures of weight ; if we Averc b>ld that in ancient days |)eople 
could carry a ton as easily as men can now carry a Inn id red- weight, 
wo should at once havt*. a standard by Avliich we could judge of 
the relative strength of men of old aiul the men of tlie present 
day. 

In a certain )>opular way money is tenm*d ilie mensuro of 
value. And so it is in exchanges which are tdlected at the same 
time and plat*e. If wt^ were told that a (piai'tor of corn Avns 
worth 00s., au<l that a slu’ep was also worth 00s., at a cmtaiii 
time and jilm^e, we si»orild knoAV that they were then and there 
equal in value. ''That is, tliey avouM hotli e\(*]i:mge for the same 
quantity of gold or silver. 

But sucli matters ave not the result of simple perccjition by 
the senses. IT we had a. (juaiitit.y of gold or silver ]>laccMl beside 
a innnhor of other things, no human sense could tell ns Avhat 
their relative values Avere, Ami the most violent changes in 
value might take pla<'.e Avitliout our being able to liaAX‘ the 
slightest perception of such a thing. * 

jVlorcoA'er it Avoiild he eipially al>snrd to suppose that aa'G could 
ascertain the diflcronl values of different quantities of gold 
obtaineil in dilVereiit ages and countries. If a tjuantity of gold 
coins minted in the reign of Elizabeth, a. similar (piantity minted 
in Ohina, and an equal quantity minted in the reign of Victoria, 
were placed side by side, Avhat human sense could disceim the 
difference in value lietAveeii them? And yet tliat is what tliose 
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Economists require, who want an invariable standard of value. 
They want something by wdiich they can at onco decide whether 
gold is of more value in 1400, or in 1800, in^^England or in 
China, without any reference to anything else. 

The least reflection will show that this is an impossibility. 
The only test of value is an exchange, and unless we can effect 
an exchange tliere can be no value. Ilow can we exchange an 
ounce of gold in tlie year 1572, for an ounce of go4d in the 
year 1872 ? Mr. Bailey well says, j). 72, “ Vhihie is a relation 
between contemporary commodities, because such only admit 
of being exchanged for each other; and if we compare the value 
of a commodity at one time with its value at anotlier, it is only 
a comparison of the relation in which it stood at these ditferent 
times to some other commodity. It is not a comparison of some 
intrinsic independent quality at one period, with the same 
quality at anotlier jicu-iod, but a comparison of ratios, or a 
comparison of tlie relative quantities in which commodities 
exchanged for each other at two different epochs. If a com- 
modity A in the year 100 was wortli 2 B, and in 1800 v^as 
worth 4 B, we should say that A liad doubled its value to B, 
But this, which is the only kind of comparison wx* could iiistituto, 
would not give us any relation between A in 100 and A in 
1800: it would be simply a comparison of the relation betwiJon 
A and B in each of these years. 

“It is impossible for a direct I'clation of Value to exist 
between A in 100 aial A in 1800, just as it is impossible for the 
relation of distance to exist between the sun at the former 
period and the sun at the latter.” 

It is obvious tliat all we can do by a measure of Value is to 
ascertain in a convenient ^vay the exchangeable relations existing 
between any quantities at any given time. And by a com- 
parison of prices at different epochs we can observe the differ- 
ences whicli have occuniCKl in the exchangeaifle relations of these 
quantities between the ditferent times. And this, though far 
from w'hat is required by those writers, is all that we can 
have. 

The fundamental olyection then to there being a Standard of 
Value is simply this, that value is always a ratio, and a single 
quantity cannot be the measure of a ratio. And yet it is by no 
means uncommon to hear able men rise up at learned assd^iaiioiis 
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and demand that the Government should institute an inquiry to 
ascertain and affix an invariable Standard of Value, in the same 
way as they have bestowed great care and pains to fix the 
standard of length, and capacity, and weight. All they can 
do is to maintain a fixed w^eight and |)iirity in the current coin 
of the grealm; but they can no more control its variations in 
Value than they can regulate the motions of the stars by Act of 
Parliament. 



302 


PRINCIPLES OF ECONOMICS. 


[Chap. V. 


Section II. 

On the OiUGiM, SorR<;E, or Cause of Vaiate. 

5. We have seen tliat there are tliree spocios of Economic 
Quantities, each eoiitaiuiiv^ niaiiy varieties, which liavtj value. 
We have dociiled that the Value of a QuaiitUy is any other 
Quantity it can be oxclianij:e<I for. We now come to the secorKl 
branch of our iiupiiiy — What is the Cause, or SotrR<"E, of 
Vai.ue, and wh(.*nce din*s it orictiu.ate ? 

Now when wo are to soaicli for tlio cause, or source, ol* value, 
it may he as w'ell to understand wliat it is wc arc searching for. 
There is a very gr<‘at n umber of things of several dilfenjnt 
natures whicli all have value: we must therefore manifestly 
seaiadi for some ainf/h’ Cause which is eauumou to them all, and 
ascertain w'ha't that single cause is, by gauniine Induetion. — But 
the induction wliieh is to be avai)al)Ie lor the discovery and 
demonstralion of srienees and .arts must analyse nature by pro- 
per rejections and exclusions, and then after a suijiciont imnibor 
of negatives come to a conclusion on thr^ atlirmative instances.”' 
— “ Now Avhat the sciema s stand in m^edof is a form of induc- 
tion wltich. shall analyse experience, and take it to pieces, and. by 
a due process of exclusion and rejection lead to ai\ inevitable 
conclusion.” 

Now the first step in this process of induction is to make a 
complete collection of all the diflert'nt kinds of (jnantities, of 
whatever nature they may bv.*, whieh have value. ‘M^or whoso- 
ever is ac.qnaintcd with /b/vz/.s, embraces the unity of nature in 
substances the most unlike, h'rom tlie discovery of Forms, 
therefore, results truth in TlK*orY and Ireoflom in l^ractice,”'^ 

So .Bacon earnesily inculcates as the foundation of all true 
science a careful collection of all kinds ol' instances in which 
tlie given nature is found* — “Tim investi<>ation of forms pro- 
ceeds thus: a nature being given, we must first of all have a 
muster, or ]>reyeiiial.ioii, before the understanding of all known 
instances which agree in tlie same nature, thonffh in substances 
the most unlike. And sucli collection must be made in the 
manner of a history, without premature speculation.” Bacon 

‘ Ao/.*. O/v/., liouh i., vIpA. 105. ^ Dhtrihntio Opi!^r^^i. 

® Nov. Orff,, Jk-ohii., Aph. TC ^ .Vyr. Org.^ fik. ii., 
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then exeniplifies his method by an investigation into the Form 
of ITeat: and he gives tables of the clivers instances agreeing 
in the Nature of Heat: also Avhere it is abscTit: and where it 
appears in different degrees. 

“ The work' and office of these three tables I call tlie Presen- 
tation gf Instances to the Understanding, whi('-li presentation 
having been made, Induction itself must be set to work; for 
tlje problem is upon a review of the instances, all and each, to 
find such a nature as is always present, or al>sent with tlie 
given nature, and always inen^ases or decreases with it, and 
which is, as I have said, a ])ai*ti{*ri]ar case of a moj-o gonernl 
nature.’’ — niiist make' therefore a coin|)lotc solution aiivl 
sei)aration of natm-e, not indeed by lire, Init ])y the iniiid, which 
is a kind of divine lire. The first Avork tlicreforc of true induc- 
tion (as tar as regards tlie tlisi'overy of Forms) is the rejeelion 
or exclusion of the several .natures wliicli arc not tVniud in some 
instance when the given nature', is ]>vesent, or aia^ found in some 
instance where the givtu) nature is aliseni, or are ibimd to iucr(‘asc 
in some instance where the given nature ilccroases, or to decrease 
Avhen the, given nature increases. Tlutn indeed after the rejec- 
tion and exclusion has been duly made, there will remain at the 
bottom, all Jiglit opinioTis vanishing into smoko, a Form affirma- 
tive, solid and true, and well defined.’' 

An indisjieovsible part of Induction is the rejection of erro- 
neous Forms — ‘^I must iiuw give an exam|)]e^ of (he Exelusiou 
or Rejection of natures Avliicii by the I’aiilcs of PresentaTion 
are fouinl not to belong to the Form |of Ileal |; observing in 
the meantime not only each table sullices for the rejection of any 
nature; but even any one of the particular in.stances contained 
in any of the Uiblcs, For it is maiulest irom what has l)een said 
that any one contradictory indance overtiu’ows a conjecture as 
to the Form” — ‘^In the jirocess of Exclusion are laid the Ibun- 
dations of true Inductioti, wliicli however is not coinpleled till 
it arrives at an affirmative. Nor is the exclusi\ e part itself at 
all coin))lete, nor indeed can it possibly be so at first. For ex- 
clusion is evidently the rejection of simple nature.s; and if we 
do not yet possess sound and true notions of simple natures, how 
can the process of exclusion be made accurate V” 

' Bh ii., Apk. 1.7. 2 Xov. lik. ii., Aph. 10. 

2 Nov. Orif.j Book ii., A pit. 18. 
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6. Bacon has e-vemplified his process of Induction by inves- 
tigating the Form of Heat. Our present task is to investigate 
the Form op Value. 

We must begin, following the example of the mighty Master, 
by making a complete collection of instances of Value. We 
have already seen that there are three different species of Quan- 
tities, each of them containing many varieties, all iiaving Value. 
We must now euiimerate all tlie diflbrent kinds of Quantities 
which liave Value. 

There are — 

I. CoRPORisAL, Oil Material, Property. — Under this spe- 
cies are comprised the following diflerent varieties — 
Land: Trees: Cattle: Flocks and herds of all sorts: 
Corn and other fruits of the earth of all sorts : Houses : 
Furniture: Clothes: Money: Fish: Minerals, such as 
Coal, Iron, Cop) > 01 *, Marble, &c. : Precious stones, such 
as Diamonds, Rubies, Emerahls, ifcc. : Pearls : Manu- 
factured articles of all sorts, avS watches, &c. 

TI. Immatertai. Property. — Under this sj)ecies is com- 
pris(fd Labour of all sorts — agricultiiral ; artizans’ ; 
professional : scientific : literary, &c. 

HI. Ixoorporeal Property. — Under this species arc 
comprised the following varieties : — Credit : The Public 
J'unds: Debts of all sorts: Copyright: Patents: Shares 
in Commercial Companies: The Goodwill of a busi- 
ness: The Practice of a profession: Tolls: Ferries; 
Ground Rents : and Annuities of all sorts. 

Wc have now to investigate the Form of Value of all these 
diflerent Quantities. Wo must first of all, by a due and systemar 
tic course of rejections and exeliisioiis, eliminate all intrusive and 
‘accidental ideas which may sometimes accompanyValue; and after 
completing this process of exclusion, we must end by an AflSrma- 
tive, and discover that single general cause which is common to all 
these different Quantities; which being prescntjValue is present; 
which when it increases, Value increases; which when it decreases, 
Value decreases: and which being absent, Value is absent. 

1 , In iiioderxi times when men began to speculate on this 
subject, the first and most popular doctrine was iJiat Labotjb is 
the Cause of Value, 
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Thus Locke, after shewing that the foundation of the right of 
appropriating portions of the earth and its products by private 
persons originated in the labour .they bestowed on them, says,' — 
“ Nor is it so wstrange as perhaps before consideration it might 
appear, that the Property of Labour should be able to over- 
balance the community of land : for it is labour indeed that put 
the difference of value on everything; and let any one consider 
what th*o difference is between an acre of land i)laiited with 
tobacco or sugar, sown with wheat or barley, and an acre of the 
same land lying in common without any liiisljandry upon it, and 
ho will find that the improvement of labour makes the far greater 
part of tlie value. I think it will be but a very modest compu- 
lation to say, that of the products of tlie earth useful to the life 
of man, nine-tenths are the effects of laboin* ; nay, if wo will 
rightly estimate tilings as they come to our use, and cast up the 
several expenses about them, what in them is purely owing to 
nature, and what to labour, we shall find that in most of them 
ninety-nine Inmdredths are wholly to l)e put on the account of 
labour. 

There cannot be a clearer demonstration of anything, than 
several nations of the Americans are of this, wlio are rich in land, 
and poor in all the comforts of life ; whom nature having fur- 
nished as liberally as any other people, wdth the materials of 
plentyj i. <?., a fruitful soil, apt to produce in abundance wdiat 
might serve for food, raiment, and deliglit; yet for want of im- 
proving it by labour, have not one hundredtli part of the con- 
veniences we enjoy; ami a king of a large am] Iruitful teiTitory 
there feeds, lodges, and is clad worse than a day labourer in 
England. 

“ To make this a little clearer, let us but trace some of the 
ordinary provisions of life through tlieir sev(?ral progresses,* 
before tliey come to our use, and see how much of their value 
tliey receive from human industry. Bread, wine, and cloth, are 
things of daily use, and great plenty; yet, notwithstanding, 
acorns, water, and leaves, or skins, must bo our bread, drink, and 
clothing, did not laliour furnish us with these more useful com- 
modities ; for whatever breiid is more tlian acorns, wine than 
: water, and ; or silk than leaves, skins, or moss, that is wdiolly 

industry; the one of these being the food 
V ' Ji!saaym Civil (hvemmant. 


X 
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aiid raiment which unassisted nature fiiniishos us with; the 
other, provisions wliich our industry and pains prepares for us; 
which, Jiow mnclt they exceed the other in value, wlion any one 
hath computed, lie will then see how much labour makes the far 
greater part of the value of things we enjoy in this Ivorld ; and 
the ground wliich produces the materials is scarce? to be reckoned 
in, as any or at most, but a very small part of it; so little that 
even amongst us, land that is left wholly to nature, that hath no 
improvement of pjtsturage, tillage, or ]>ijmting, is called, as in- 
deed it is, Avast<-‘ ; aiel we sliall fiiul tlu? benefit of it amount to 
little more than noihiiig. 

“ An acre of l.-uid that bears liere twenty bushels of Avlicat, 
and anotlier In Ameriea nbicli, with tlic sjuno husbandry, would 
do the like, are without: doubt of tlie same natural intrinsic 
value; l>ut yet the benetit mankind receives from the one in a 
year is wortli £5, and from the other possibly not worth a pcmiy, 
if £ill the profit an Indian receiAed from it were to be valued and 
sold here; at least I may truly say not one tliousandth. It is 
dabour, then, wliich ]>uts the greatest part of‘ the value u)>on land, 
W'ithout which it would s<*arcoly }>e worth anylliing: it is to that 
vre owe tlic greatest pfirl of all its useful products; for all that 
the straw, bran, bread, of that acre of wh(*at is more worth tliau 
the product of as goo<l larul wdiicli lies waste, is all the eliect of 
labour; lor it is not l>an?ly tlio plouglinuuds pains, the roa]>er’s 
and the thresher’s toils, and tlie liakers sweat, is to be counted 
into the bread avo eat; the labour of those avIk) broke the oxen, 
wlio digged and wrought the iron and stones, who felled and 
framed the timber euijdoyed about the jilough, mill, oven, or any 
other utensils, are a vast number, ]*equisite to this (;oni, 

from its being seed to be sewn to its being made bread, must all 
l>e chargoii on the account of labour, and*received as an eRect of 
that; nature and tlie earth furnislicd only the almost worthless 
materials as in them>se! ves. It Avould be a strange catalogue of 
things that industry pj’ovided and made use of about every Idaf 
of bread before it came into our use, if we could trace thorn : iron, 
wood, leather, bark, timber, stone, bricks, coals, lime, cloth, 
dyeing, drugs, pitch, tar, masts, ropes; and all the materials 
made use of in the ship that brought any of the ^pminodities 
used by any of the workmen to any jiart of the work; all which 
it would be almost impossible, at least too long, to reckon up,” 
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* We have given this passage at length beoanse it is probal^ 
the most elaborate Economical analysis of price of its time : and 
the essay it is taken from is not the best known of Locke’s 
works. TIjo doctrine that all wealth is the produce of land and 
labour bo(^ame vbry common among the early thinkers on 
Economics, We have seen that Smith constantly repeals the 
phrase, althougli wo have shewn liis inconsistencies on the 
subject. . 

liicar<lo |jc]*cciving the inconsistency of Smith’s fundamental 
doctrines of VahiOj linally rejected exclianoeability as the test of 
Value, and adopted LaV>our as the Cause, or Foi*ni, of Value. — 
In sj>eaking,‘ liowcver, of lalxiur as being the foundation of 
all value.” lie also says that if a commodity were always 
produced by exactly tlie same quantity of labour, it would be 
invariable in value*. 

MeCullocIi also nniintained that Lalioiir is the cause of all 
vidiie® — ^‘j^aturo is not niggard nor parsimonious. Her rude 
products, powers, and caijaeities arc all offered gratuitously to 
inan, She neltlior domnnds nor receives an e(|uivalont for her 
fevours. An object which juay be api>ropriated, or adapted, to 
our use without any voluntary labour on our part may be of the 
highest xitility, but as it is the free gift of nature, it is quite im- 
possible it cem have the smallest valueJ^^ Also — its natural 
state® matter is very rarely possessed of any immediate or direct 
utility, and is always destitute of value. It is only through the 
labour expended on its aj>pro|>riation, and in fitting and prepar- 
ing it for being used, that luai ter requires exchangeable value, 
and becomes wealth.” 

Mr. Carey, the well known American Economist, has also 
adopted the doctrine that J^ahoar is the cause of all valuer to 
its fullest extent, lie says * — It may he said that labour is not 
inva/ruMy a cause of mine ” and he quotes Senior, who says — 
“The fact that that circumstance (labour) is not essential to 
value, will be demonstrated if wo can suppose a case in which 
value could exist wHtliout it. If, wliile carelessly lounging along 
tlio seashore, I were to pick up a pearl would it liave no value ? 
Mr. McCulloch would answer lliat the value of the pearl was the 

1 Pnncixtles of PoUtkal ikonomy^ ch, i., 1, 2. 

* Iniroduction to Wmlih of Xaiions^ p. 32. » Ibul^p. i3 

^ Poliiicid Economy, ch,l. 

x2 
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tesult of my appropriativo industry in stooping to pick it tip.” 
To this Mr. Carey answers — Pearls may be found by those who 
do not seek them, and meteoric iron may be gift to those who 
little anticipate its reception, while others may seek for pearls, 
or dig for iron, without profitable results. These are accidents 
which do not in tlie slightest degree, militate against the asser- 
tion that all value is the result of labour. Nine hundred and 
ninety-nine out of every one thousand parts of tlioso* annually 
created are so, and the exceptions are too slight to bo deserving 
of consideration. They are just suflicienlly numerous to prove 
the rule ! ! 

In Chap. 9, Mr. Carey gives the results of liis investigations, 
the first two of which are (1). That all value is exchangeable. 
(2). That Labour is the sole cause of value. 

We need not quote from any more WTiters, as we think that 
it is well known that it is a very wide spread doctrine among 
Economical writers that Labour is the sole cause of Value, and 
is essential to Wealth. 

We have now to apply the principles of the Baconian Induc- 
tion, to investigate the doctrine that Labour is the Form, or 
Cau^, or Source, of Value. 

8. Now we may lay down this Lemma: — That if Labour 
he the sole cause of Value ^ then tchatsoever thing lAihour has 
been bestowed upon must have Value. 

For if there be two things produced with the same amount 
of Labour, and the one has V.aJue .and the other not ; then there 
must be some other cause of Value besides Labour, which is 
contrary to the hypothesis. 

We will notv examine some of the necessary consequences; of 
the doctrine that Labour is the cause of all Vedue:^ 

L — All Variations in Value must be due to Variatiom in 
Labour. 

This doctrine, however, is contrary to all experience : becaiisc 
there are many material things which have Value, upon which 
no Labour was ever bestowed, as for example • 

1.— -The space of ground upon which a city in ho 

way the result of Laboui\ LantVin the heart 
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oftou*beeu sold at a rate exceeding £1,000,000 an acre, perfectly 
exclusive of any buildings upon it. When was any Labour 
ever bestowed upon it ? Again, as we recede froju the centre, 
the Value of Land rapidly diminishes. At Charing Cross it 
may be worth £100,000 an acre ; by the time we reach Kensing> 
ton, it^has fallen to £10,000 an acre. Moreover land in the same 
locality is of very different values. A frontage in a main 
thoroughfare like Regent Street, Fleet Street, Cheapside, or 
Corqjiiil, is of far more Value than an equal space of ground in 
a back street. 

Again, as the tide of fashion, popiilation, and wealth sets 
towards a locality, the ground in it rises rapidly in value ; where- 
as when a neighbourhood is deserted by fashion and Avealth, the 
ground rapidly diminishes in value. 

Now, how can these Variations in Value be due to different 
qiiantities of Labour, when, as we have seen, these spaces of 
ground are not in any way whatever the result of Labour at all ? 

The epacip of ground in the centre of London, Paris, Berlin, 
Vienna, &c., has enormous value. Tliere are places now desolate 
and lonely Avliich were once the sites of great cities. When Iho 
chariots and the horgemen were i)ouring forth in countless multi- 
tudes from the hundred-gated Thebes, we may affirm, that the 
ground in the city must have had very great value. So with 
Memphis, Nineveh, Babylon and ini miner a) )le others. Where is 
their value now? Yet the ground remains exactly as it Avas. 
Wlien the future Bclzoni or Layard comes fi*om New Zealand to 
sketch the ruins of St. Paul’s from a l)roken arch of Loinlon 
Bridge, Avill ground near the site of Avhat Avas once the Royal 
Exchange sell for £70 the sipiare yard ? 

When a fair is held hi a country toAvn, persons pay a good 
rent for leave to erect booths’ and tents upon the common. At 
other times they would not pay anything ; therefore the space 
of ground has Value at one time, and not at another. How is 
tlio Value of that space due to Labour? 

2/ The doctrine that no natural product has Value unless 
labour has been bestowed upon it is contrary to all experience, 
Tire proprietor of a coal mine, or a stone quarry, demands and 
receives a price for the coal, or the marble, or the building 
stone, as it exists in the mine, or the quarry, before a human 
being has it. Does anyone suppose that the proprietor 
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of a coal mine would lot any one take away tlie coals for notJiing? 
Does any one sujipose that the i)roi)rieior8 of the marble qnarries 
of Carrara allow any one to liew out the marble for nothing? 
If a per.son fintis a diamond or a lump of gold by chance, will it 
sell for nothing before it is picked up ? Is it, as 3IcCulloch says, 
the Labour of jacking it up that gives Value to the diantoud or 
the gold ? 

Take also the case of timber trees. In the Midland* counties 
of England there are many oak trees which would sell tof £60 
or £100 avS they stand on the ground. Tlu:*y wore perhaps self- 
sown. No iiuinaii Ix ing pcrlia|>.s ever bcvStowed so much labour 
upon them as to ]>lant tlie acorn from Avhieh they grew. ITow 
is the value of such an oak tree due to labour? Near tliese oak 
trees tliere may jrorha])S be gnov ing otlurp trees, beeel)r!S, elms, 
ashes, of the same size; Hut they will s( ll lor very <lilferent prices 
to the oaks. Are these variatioiis in value due U) differeut 
fjuantllie.s of laVauir? 

Next tak(‘ tljc (‘aso of cattle, herds, and ilocks pf all sorts*. 
These iiKTcase and luuliiply of themselvesj ])y tltc agency of 
nature. How is their value the result of human labour? 

Hence xve see that there are abundamro of material things 
whicli have value, upon which lu) J.jiliour was ever bestowed, 
and eonsoqiuntly theij* value eauuot be the rtisull of Labour. 

In the island of Unst, tlie most uortlieiiily of the Shctlaiids, 
there is a ^‘quarry of chromate ol* iron which was discoYcrcid 
above twenty years ago (182oj. The qua) ry is of great depth 
the ore lying imbedded, a|»)>nreiitly in abundance, in veins 
througli tlie rock of which the liill is c<unposed. Tlie working 
of tl.ds mine gives employment to upwanls of jifty men and boys 
eacli summer, mid luany^ humlieds ol’ tons of the metal are 
unnually exj>orte«l. It h used chielly as a [)igment, ]>roducing a line 
bright yellow^ paint: and as none is eisewliero found in Britfun, 
it is a source of considerable revenue to tlio proprietors.’'’ 

Now if tlie whole value of tjiis chromate of iron was due to 
the labour of the miners, that is, if it sold for no more than their 
wages, how <iould tlie |>ropri(*tor realize any revenue from it? 
Hence it is rpiito clear that the proprietor was enabled to dsk a 
price for it over and above the labour expended upon if ; ^4 
this value cannot be due to Lal>our. 

* vl Vinit HhetUuuL . 
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Some little time a large whale was stranded i a tlie Frith of 
Forth. It sold as it lay on the beach for £10. Now it was the free 
gift of natnre, no human behig touclied it. How then could its 
value be tlue to Labour ? 

We vea<l in an interesting work by Mr, Buckland ^ When 
examining the cast-off skins at the Zoological Gardens we 
observed some white-looking substance in a box. ^riiis is the 
dejecta of the snakes. It is a perfectly white substance, looking 
very like plaster of Paris, and is coni|»osed of nearly pure uric 
acid, * It is bouglit by a doctor (I imagine a cliemist) for the 
higli price of nine .shillings a-})ound.” Now, were tlio excrata of 
the snakes the product of Human Lalx>nr ? 

n, 7/* Jjthnnr he the sole Oiuse of Valuc^ then all things 
produced hy the same amount of Lahoiir must be of equal 
Value. 

But tills vloctriMO i$ contrary to all experience. For if it were 
true, a dianion<l and the nibiiish it is iVnind in, must be of the 
same value! Ho a pearl and its shell should 1>e of erpial value. 
If a sportsman w<3re to shoot a j>heasant with one barrel, and a 
crow Avith tlie oilier, tliey ought to have the same value. If a 
llsherinan Avere to catch a salmon and a dogfish Avitli the equal 
Cjuantities of labour, would they luive the same valuer and simi- 
lar cases might be multi] *lied to any c-\teuf. Noav here are 
different j>rodaels obtained i»y exactly the same amount of 
kabour, and of AX-ry maiiilbslly ditferent values. Hence it is 
clear that labour cannot be the sole cause of value. 

III. — If Labour he the Cause of Value, the Value must be 
proportional to the Labour. 

But tins doctrine is also contrary to tl)o most manifest ex- 
perience. Suppose that by good luck a gold digger finds a nug- 
get of gold lying on the snrtace of tlio ground; another digger 
AA'orka perliaps for iftany mouths and finds one exactly similar. 
Then, according to this doctrine, the latter nugget ought to be 
immensely more valuable than the other. Or suppose that some 
gold were brought from some diggings near the market, and 
that an exactly e<iual amount were obtained by enormous labour 
amon^ mountains many hundreds of miles off. The latter is of 
^ CnrioHitl^ of Natural p, 161, 
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cpurae produced, i. e., placed in the market, at ah enowhously 
greater amount of labour and cost than the other. But would 
it be more valuable ? The least experience shews that it would 
not be so, but that things of exactly the same quality would be 

exactly the same value at the same time in the same market. 

» ■ 

IV.—Againj if Lahour he the sole Cavse of ValtiCj a tJmuJ 
once prodmcd by Labour tnust always have Value^ and the 
same Value. 

But this is notoriously contrary to experience ; because it i» 
notorious that a tiling may liavc value in one place and not in 
another; and at one time and not at iinother ; as the author of 
the very clearly showed. - 

Tak(; a bag of sovereigns among tlie Papuans ; where would 
their value be ? Genovesl fpiote^ from an account of the Jcsuit^i^^ 
how they bought provisions from the savages of Pola\Ta,* and 
they wished to pay them with money : the barbarians laughed at 
them. They also lield manufactures in no account. The thing 
>vhich was most prized by tlmm, and tlierefore the only one 
valued, W’as iron, which was useful for all their purposes of life. 
A Professor of Greek and Latin, or Mathematics, may find his 
acquiremenlB of great value to him in the Universities, but of 
what value w’ould they be to liini in the Hebrides ? A great 
lawyer finds his knowledge and abilities of great value to him 
in London, but of what value w^ould they be to him in Timbuo- 
too? Nay, su])})ose a man labours very hard in I^tondou to 
acquire a 2>rof(?ssion such as Law ; and no one employs him, 
wdicre is the value of Jiis Labour ? If a man had all tlie medi- 
cal knowledge in the w'orld, from Hippocrates and Galeii to 
Copland, and no one wsts ill, w’liat value would it be of to him ? 

In fact, to say that Labour i.s the Cause of Value, is to say 
that an isolated thing can have Value; whereas almost every 
Economist has acknowledged that Value is relative, smd can 
only occur in society. Now if a man labours ever so hagrdi if 
nobody rocpiires his jiroducis, they have no value, and ho is no 
better off in the midst of London, than if ho were m the inidst 
of the Sahara. 

Moreover, if Labour be the sole cause of Yfdu<^ then if^a 
thing be once produced by means of any quantity of 

* Uiihni di JCcommia c, 1 » § 7 , 
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value could never vary; which is Ricardo’s express doctrine. 
But this is contrary to all experience. For tlnngs after they 
have been produce<I, and all labour is ended upon them, con- 
stantly vary from hour to hour, from day to day, and from year 
to year; Thus pictures by some masters constantly rise in 
Valued * and pictures by others frequently diminish in valuo, 
long after the masters who painted them are dead and gone. 
Now how, could this be, if Labour bo the Cause of Value? 

Nothing can shew more clearly that Labour is not the Cause 
of Value than the extravagant lengths to which Ricardo has 
pushed the theory, which however is only tl)c consistent logical 
result of his doctrine. He sjiys ' * — “ llie labour of a million of 
%ien in manufactures will always [>roduce tbe same Value.” It 
iil^bvious that unless the manufactures sell for something they 
ha^. no value at all. And it is contrary to common sense to 
say whether the manufactures sell for £100 or £10,000 they 
have el^ctly the same valuo. 

In thel^ign of George IIL, there was a very widespread fashion 
to >vear shoe buckles: this manufacture employed a very 
large numbei^^of persons. All of a sudden these buckles Avent 
out of fashion ; "^he demand for them totally ceased ; and the peo- 
ple employed hf^^naking Iheiu were thrown into the greatest 
distress. But acedMing to Ricardo, the laboui* of the men who 
made tiie buckles was exactly of the same Value when tliere 
was a very large Demand for them, and wlien therq was no 
Demand for them at all! Not very long ago the fashion of 
ladies w^earing straw bojuiels went out, and the nianiifactiirers 
of them at Luton, Dunstable, Ac,, w^ere thrown into great distress. 
But siccording to Ricardo their labour was of the same value 
when there w^as a demand for straw bonnets, and when there 
was none ! 

At the end of tlie same chapter Ricardo propounds doctrines, 
moi*e contrary still, if posssible, to universal experience and 
common sense, though the necessary logical consequence of his 
doctrine. Ilo-says — “ In contradiction to the opinion of Adam 
Smith, ,M. Say in the fourth chapter speaks of the value which 
is given to commodities by natund agents, such as the sun, the 
alrf the pvessure of the atmosphere, 4fcc., which are sometimes 
substituted for the and sometimes concur with 

^ rrimj^ of roliikal Economy y dfe. xx. 
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him in pi'oducing. Bat these natural agents, though th6y add 
greatly to value in nse^ xNEvjsb ado exciiangbabde value to a 
commodity! And they (natural agents) are serviceable to us 
by increasing the abniidance of productions, by making men 
richer, by adding to value in use; but as they perform their 
work gratuitously, as nothing is paid for the use of tho^tiir, of 
heat, and of water, tlie assislance which tliey ailbrd adds 
7iothini/ to Value bh I ! 

Now when logical retisoning from certain premises leads to 
results which are notoriously false, and contrary to experience 
and fact, it is perfec tly certain tliat tliose premises nnist bo erro- 
neous. Nothing more is re(|uired tlnm the grotesque absurdity 
of tlie eousequences which Iticardo arj’ivos at, whicli are the 
logical results of tln^ doctrine that LalK>ur is the sole cause of 
Value, to shew the utter fallacy of the iloctrine. 

If a tnan plants an acorn, tl\e full grown oak tree, according to 
Ricardo, ought to be of iu> more value ll)an the acorn ; l)ecanse 
human labour ends with the ]»lanting of the acorn, the rest b 
the agency of -Natnve. 

According to tliis doctrine, cattle and fowls ought to have no 
value at all, bocaitse jio human labour ever mfule an animal, or 
ever laid an egg. 

According to l?i(!ardo\s doctrine the value ol’ the liavvcst vea]:»ed 
should be no greater tliaii the cost of the sec^d corn and the 
plougliing and labom ing the land ; because there human labour 
ends ; the rest is the agency of n.-aurc. 

According to Ricardo\s doctriiui: the fertilizing siiOAvers in 
spring nourishing and exj^andijvg the young cro{»s add nothing 
to the value of the harve^^l : therefore, also ]>y the same doctrine, 
the want of a due amount of showers, or an absolute drought, 
woiild not detnict from its value. 

Every one of coTniuon sense knows that 'the bright and hot 
W'<‘atlier at the end of July or the beginning of August, adds 
hundreds of thousands of pounds every day to tlie value of the 
crops ; according to Ricardo the bright sun adds nothing to the 
value of the corn. 

AVe might shew llic absurd consequences of this doctrine at 
much greater length, but every reader who reflects upon the 
broad statement oi .Ricardo that the agency of nuturo add^ no-*- 
thing to the value of things, must at once porccive its gross 
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iiillacy, and al^o the complete fallacy of the dogma that Labour 
is the sole cause of Value, 

We cannot, however, refrain from adding one more instance 
to give this doctrine its covp dc [/race. Can any rational being 
doubt that the glorious vintages of France, Gennany, and Italy, 
owe mueh of the qualities which make thein desired, and .so 
valhable, to the bright sun of these districts? Now Adrgii 
Smith says* that wine might be grown in Scotland at thirty times 
the expen.se it is grown in France; according to Hlcardo it 
ought to sell at thirty tinie.s the price of Froncli wine. 

9. It is ])erfeclly easy to ]>erceive tlic fallacy that per- 
vades the ehKjneiit and elaborate analysis of Locke, wliich has 
been followed by so many uriters. I(. is ]>e.rfcctly true tliat 
labour has been bestowe<l on the land; and it i.s also true 
that it has great value; Init it is quite easy to see that the 
Labour is not tlic Cause of tlio for siqypose that the 

per^)ie of Eiigland were, like the l^liocu.ans and Teians of old 
to emigrate in a l)ody, where would tlic value of the laud be? 
If there be a (‘ountry in the world whose value might most 
plausibly be said to bo duo to labour, tjiat country is ilollaml. 
‘^By nature a wide morass, in which oo/y islands and savage 
forests were interspersed among lagoons and slu^lows; a dis- 
trict lying partly below the level of the oe(‘an at its higher tide.s, 
subject to constant oveiilow from the rivers, and to IVequent and 
terrible inundations by the sea ” ‘ — tlu rc are probably not tea 
square miles of its surface wliich do not owe tlieir existence as 
a halntablo abode for men, to liie incredible lal>our of its hardy 
people. Ami it was one of llu^ richest spots on the lace of the 
globe. Once when it seemed that the very last hour of the Re- 
public had come; surroundetl and overwlielmed by the forces of 
Louis XIV., it was seriously contemplatcHl to oollect the wdiole 
navy of the Itepublic, ami to transport the whole people of the 
state to their Oriental po.sse.ssions. Whore tluai wonhl have been 
the value of the land if thi-s de.sjicrate resolve, had been carried 
into effect? 

Now", if I-abour be the of the value of the land, it ia 

clear that if a suliicieiit number of persons w"ere to go ^m<l 
bestow m equal amount of labour in bringing the same quantity 

^folky, Jim nf the Dafvh IkpvhUc, 
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of land in the centre of Australia into an equally high state of 
cultivation, it ouglit to be of equal valiio with the land in 
England or Holland ; a result which is evidently absurd. 

Labourers and artisans build houses in London, Paris, Berlin, 
Vienna, &c. The Louses are groat wealth in these cities; but 
if the same labourers were to go out and build houses in all 
respects similar in the middle of Australia, would they be of the 
same, or of any, value * 

10. Hence we see that even of material things there arc 
many upon which no labour was ever bestowed, and which yet 
have value; and even if those which have had labour bestowed 
on them, Labour is not the Form, or Causes, of theh* value. 

Now, with respect to tlH3 second species of Economic Quan- 
tities, namely, Immaterial I Voperly, which^ comprehends all 
Species of Lal)Our, as al>ove detailed, one simile remark is 
sufficient — J/ Ijfhour is the sole Cause of Valuer what is the 
Cause of the value of Labour ? ^ 

11. With respect to the third species of Economic Quanities, 
namely incorporeal Pra[>erty, there are some kinds which ar<3 
associated with labour, such as Copyrights, Patents, the Good-^ 
will of a business, or the Practice of a Profession ; but the 
same remark applies to them as to the material objects wdth 
which labour is associated : that it cannot be the Cause of their 
Value. If a person bestows an enormous quantity of labour 
in publishing a work, the law of course may give him the 
Copyright, but if no one will buy the work, where is its Value? 
So also of Patents: much labour may have been bestowed in 
porfootiug the invention, but if no one buys the machine where 
is its Value? 

But there are vast amounts of Incorporeal Property, as there 
of Corporeal Property, whi<‘li have value, which are not asso- 
ciated with labour at all. Thus Credit of all sorts is not in 
any way associated with labour. If a solvent merchant accept a 
Bill of Excliange, or a solvent Bank issue not(}s, this commeroial 
paper has Value, and is the subject of commerce, as all Econoi ■ 
mists admit, but where is the Labour bestowed iipon it?^ 
the quantity of Credit in this country exceeds all ima^ibatiom 
There Is no doubt whatever that the quantity of priya^ 
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publio Cwlit in this country not only exceeds any other single 
kind of Property whatever, but is not far off from being equal 
to all other kinds of property put together. 

Hence we see— n 

1. That there are vast quantities of Property, both Corporeal 
and Incorporeal, which have Value, upon which no Labour was 
ever bestow'ed. 

2. That •cpiantiiies, both Corporeal and Incorporeal, may be 
produced by Labour which have no Value. 

3. That the same quantity of Labour may produce products, 
one of wdiich has Value, and the other no Value. 

4. That quantities produced by varying quantities of Labour 
have the same Value. 

5. That thmgs produced by Labour may have Value in some^ 
places and not in other places ; and at some times and not at 
other times. 

6. That tilings produced by less Lalioiir may have greater 
Value than tilings ])roduced by more Labour, 

I?rom these indispnlalile pro])ositions, the result of practical 
experience, the undeniable inlerenoo is lhat Ijabour is not in any 
whatever the Fokm, or the Caosk, of Value ; or even necessary 
to Value ; and, in fact, in this commercial country the enormously 
greater proportion of Valuable Property is not the result of 
Labour at all. 

It only happens tliat in a groat many cases labour is associated 
with Value, or is the A<.N*inENT of Value — and how it is so w’ill 
bo a matter for subsequent inquiry. 

12. Now by the laws of Inductive PIiiloso}»liy if we could^ 
find a siugle case of Value wdiioh was not the result of Labour, 
that single instance would alone be sulHcient to overthrow the 
doctrine that Tjabour is the sole Cause of Value. But instead 
of one instance, we have adduced multitudes of cases. We 
have slicwm that the greater portion of valuable property is not 
even associated wdth labour at all. 

In short, there never was any doctrine in science which has 
received such a crushing and ovcrAvhelming overthrow, as that 
Labour is the Caxm of Value : and hence we see that that sys- 
tom bf Econornics which founds its ideas of Wealth and Value 
on Labour is utterly fallacious. 
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IIL Tho pertinacity with which some writers maintain 
that all value is duo to Labour, contrary to the evidence of the 
most glaring hicts. is a strong and strilving instance of Bacon’s 
Aphorism' — “The human understanding when it has once 
adopted an opinion (eitlun- as being the received opinion or as 
being agreeable to itself) draws all things else to sii| 4 )ort and 
as^rce with it. Ami though there be a greater numl)or and 
M’^eight of instances to bo found on the other side, yet these It 
either neglects and <lesj/i>es, or else by some distinction sets 
aside and rc'jeets ; in order that by this great and pernicious 
predetermination the authority of its former conclusions may 
remain iin ioiate . . . But with iar more subtlety does this 

mischief insinuate itself into |«hilosopliy and tho sciences: in 
*which tile livst eomdusion colours ami brings into conformity 
with itself all that come alter, tlioiigh far sounder and better. 
Besides iudepemlently of that <leligl)t and vanity which I have 
dciiicrlbed, it is the pr-eulia.r and perpetual error of the human 
mlellect to bo more mo^ed and oxeite<l by atlirinations tlian by 
negatives; whereas it ougVit pr<>j)erly to hold itself indiiferently 
disposed towards both alike. Indeed in the establishment of 
any true axiom the nc:gati\x». instance is llic more forcible of the 
two.’’ 

14. In cernsidering the preee<rmg tabhj or cnnrneratiou of 
Quantities vvlii(di liave Value nvx* observe that the whole class 
of Immaterial Quantities and the wliole class of Incorporeal 
Quantities liave Value, but not ]\Iat<TiaIity. ifonce we see 
evidently tliat Materiality is not necessary to Value, Lfc is only 
accidentally associated with it in some cases^ 

15. So also we observe that some tilings wliich have V«alue 

may last for ever, like the laml, statues, gems, <&c.: other things 
may last a very ]‘>ng liMie, like ])ietures, houses, &c. ; others 
have a constantly diminishing degroc of permanence, or durt*- 
bility, otlHjrs have only a very short degree of permanence, such 
as food of various soits: while others, such as theatrical per- 
formances, and labour of all. sorts perish in the actual production. 
Kow^ among Bacon’s Prerogative Instances, ho expressly mentions 
In.^iames of say s nor should extremes 

■ Org., liools i.. Aph. IS. * Jffov, Org,^ Booh ii.f 34i 
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in the lowest degree be less noticed than extremes in the l\5ghesi.” 
This is the doctrine of the the Lim of ConUmiHy which says that 
which is true iij) to the limit is true at the limit; so things of 
Value arc to be mchnled in which the dural)ility is 0, or which 
perish in the very act of production. Hcncc wc see that Fcr- 
maiionce, or Durability, is not necessary to Value, it is only the 
accident of Value. 

16. J, B. Say saw that the doctrine tliat all Value arises from 
labour is untenable, and lie jdaced the Origin, or Source, of 
Value in Utility ; altliougb lie lias involved Jiimsclf in many self- 
con tnulictions, as Avo shall hav<^ to sliew Iiercafter. 

The iloctrine that Utility is the Source, Origin, or Cause of 
Value, is in some respects more spoeioiis than that Labour is the 
cause of Value ; because there are many useful things, like land, 
trees, catlh'.', which are not the result of Lal»our at all. But 
yet relloction will slieAV tliat it is liable to the same fatal olijec- 
tions as tluit T.abour is the cause of value. For it makes Value 
some quality of the thing itself, absolute and inherent, as Say 
says' — Bans quo leuv utllite, leur valeiiv intrinseque soil plus 
graiulo/’—*' Sa valeiir veelle fuidce sur son utilite,-’ and there- 
fore of course its viilue cannot vary so long as llio quality 
reinaius the same. 

Many of the arguments wliich prove that Laliour is not the 
Form, or the Cause, of Value are obviously apjdicable to the 
doctrine that Utility is tlie Form of Value. 

Ilie do(‘Xrine tliat Uiilily is tlie cause of Value is more 
specious in this respect: that for a thing to be useful, it must 
bo useful to some person. But then there is this fatal defect in 
tlie doctrine, that wliile the qualities of the thing itself remain 
exactly the same, tlio same tiling may bo useful at some times 
and not at others ; and in some places and not in others; and 
to some persons and not to others. Thus some people smoke, 
others cannot endure toliaceo; among a nation of smokers 
a cargo of tobacco Avould have value; among a nation of 
non-smokers it would have no value. Among a nation of 
wine drinkers the rich vintages of France and Gemaity 
have great value; but among Mahomuiedans who obeyed 
the precepts of their prophet, ora nation of teetotallers, these 

V 58, ,59. 
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products would have no value. In tLo present state of society, 
cannon and military accoutrements and ironclads have great 
value ; but if the whole wwld were to adopt the principles of 
the Society of Friends, these engines of ww would have no 
value. A tureen full of train oil would be a great delicacy and 
highly prized among the Esquimaux, but it would probable not 
have the same value at the Lord Mayor’s dinner. So many 
nations esteem as delicacies wdiat other nations loathe and 
abhor. 

Again many things may be highly useful and remain the same, 
and havx' a great value, when some better thing of the same nature 
comes out, and diniinishes or destroys the value of the first 
things. Thus our sailing lino of battle ships Avere considered the 
very acme of jierfection. But steam came in, and in a short 
time the old sailing liners were of no more value than so much 
wood and iron. Our screw line of battle ships were then held to 
be the very nephts ultra of invention ; no one dreamed that any 
thing could go l;»eyoiid them : but in a very short time another 
revolution took place, and ironclads superseded the sci’ew liners; 
and the latter sliared the fate whicli tlu'y, had brought on the 
sailing slnps. So railroads destroyed the value of coaching 
property: one book destroys the value of another: one invention 
destroys tlie value of another. 

So the same thing is of use in one place and not in another. 
An cight-oai’od outrigger is a very useful and valuable thing on 
the Thames; but of what use, or value, would it be in the Sahara? 

So however useful a thing it may be in itself, an excess of 
(juantity may depiive it of value. Thus tlic common illustration 
of water. Nothing is more necessary and useful, but its exces- 
sive quantity deprives it of value. Corn is also most necessary, 
but it has often happened in Jigricultural countries which had no 
means of communication with others, that an excessive quantity 
of corn has been produced in some years, and has rotted in the 
ground for w^ant of some people to eat it. So cattle and sheep 
are in themselves very useful things for human support, but in 
the Pampas of South America, and in Australia, in former tiines, 
they multiplied so far beyond the povrers of the people ^to con- 
sume them that the cattlo were of no value beyond that of their 
hides, and the sheep of no value except to boil down into tallo w. 
U has long ago been observed that inar»y things of ho uliUty 
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have enormous Value ; and iiicleccl instances of this are so nu- 
merous and have been so often quoted, that it is quite superfluous 
to cite them. And indeed it would be difficult to say what 
the “Utility’’ is of a very large portion of things that have 
value. 

A very^ little reflection will shew that utility is so vague an 
^xpre.ssion that it cannot be made the basis of value. But there 
are also a great many things whicli have value, to whicii it would 
be a great debasement of the word utility to apply it to them at 
all. The depraved tastes and licentious appetiUvs of too large 
a portion of mankind confer a Value upon things of the most 
noxious and mischievous nature. In former times there was 
undoubtedly, and even now there would be, unless suppressed'by 
the stern rigour of the Law, a large sale for low and licenlioiis 
literature and pictures. Tt is impossible to deny that such 
things Inivo Value, and are Wealth, as long as there is a sale for 
them, as mueli as the most excellent things : hut would any one 
debase the word utility by applying it to them ? And y(‘t while 
such masses of abomination meet a ready and large sale, no 
Economist can refuse to class them as wealth. 

Value, then, like Colour and Sound, exists only in the Human 
Mind. There is neither Colour, nor Sound, nor Value in nature. 
To say that a thing is useful is entirely the result of a certain 
state of mind. Dugald St(?wart has some very [pertinent remarks 
on a similar subject ‘ — “ To this reference of llie seirsation of 
colour to the external object, I can ihiiik of nothing so analogous 
as the feelings we exi)evience in sm veying a library of b<.K)ks. 
Wo sjH'Jtk of llie volunics piled up on its shelves, as treurSHres or 
magaunes of the knowledge of past ages; and contemplate 
them with gratitude and reverence, as inexhaustible sources of 
instruction and delight to the mind. Even in looking at a page 
of print, or of manuscript, we arc apt to say, that the ideas we 
acquire are received by the sense of sight; and we are scarcely 
conscious of a metaphor, when we employ this language. On 
such occasions we seldom recollect, that notliing is perceived by 
the eye but a multitude of black strokes drawn upon whitepaper^ 
and that it is our owu acquired habits which communicate to 
these the whole of that siguiflcancy whereby they are 

^ Fint Prelmimry Dimrtation io the Fneychpadta Bnlamica^ p. 66, 

Eighth Edition. 
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distinguished from the unmeaning scrawling of an infant or a 
changeling. The knowledge which we conceive to be preserved 
in books, like the fragrance of a rose, or tho gilding of the 
clouds, depends for its existence on the relation between the 
OBJKCT and the PKRCTPIENT MIND; and the only deference 
between tlie two cases is, that in the one, this relation is the 
local and temporary eliect of conventional habits; in the other, 
it is the universal and unohangealde work of nature.^ The art 
of printing it is to be liopcd will in future render the former 
relation, as well as tiie latter, coeval (.s’/c; coocpial?) with our 
species; but in tlio past history of mankind, it is impossible to 
say how often it may have been dissolved. \Vhfit vestiges cmi 
now be traced of those scientillc altainments whicli, in early 
timc.s, drew to Egypt, froni every part of tl»e civilixed world, all 
those who were anxious to be initiated in the mysteries of 
philosophy ? The symbols whicli still remain in that celebrated 
country, inscribed on eternal niomimonts have long lost the 
correspondent mix ns w liich rcilected U}»on thoni their own 
intellectual attributes. To us they are useless and silent, and 
serve only to aU(‘st tlie existence of arts ol' which it is impos- 
sible to unriddle the nature and the objects.’ . 

Variis nunc scvilpla figuris 
Marmora trunca tamen visuniur, muiaqnc nobis 
Signa rcpcrloruni tuimur, cts*i(lere reperta. 

What has now been remarked with respec-t to written cAa- 
racters may be extended very nearly to oral Innfjuage, When 
we lifiteii to the discourse of a public speaker, eloquence and 
persuasion seem to issue from his lips; and wx‘ are little aware, 
that vve ourselves infuse the soul into every word that lie utters. 
The case is exactly the same wdien we enjoy the conversation of 
a friend. We ascribe the charm entirely to his voice and 
accents; but without our co-operation its potency Avould vanish, 
How' very small tho coiii})arative j»roj)ortion is 'which in such 
cases the words sjioken contribute to the intellectual and moral 
effect, I have elsewhere endeavoured to shew.” 

Similar remarks apply very strongly to the word Utility. 

1 It is scarcely necej^sary to remind our readers that since Stewart ^rote thi«, n 
series of illustrious riicn, ’oejrIriTiing with Young and ChampoUioJi, have nnriddlock 
the nature end objects of thesit) mysterious symbols ; and thus the percipUrU 
are again bron^t into ulatlon with theyo signs wliich are now.no longer silent and 
TuteJest, 
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Whether an object has utility de}3en(.ls entirely on the habits 
of feeUng and the mmclot the person with whom it is 
brought into relation. While things remain in all respects the 
same, the fashion or desire for tlieni changes. Things rise and 
fall in value, without undergoing any change in themselves — the 
change is in the mind of the public. It is according to the state 
of the percij)ient niirid that Value i.s shed upon, or dies off from, 
any object. Locke, in tlie same essay in wdiich he ascribes the 
value of land to labour, says, § 40 — Gold, silver and diaiiionds 
are things that iVincy or agreement hath put tljo value on more 
than 1 ‘oal use, and tlie necessary support of life.'’ Also — “ The 
invention of money and the tacit agreement of >nen to put a 
value on it.” Now it is contrary* to true science to make 
Labour the cause of Value in some cases, and f incy or agree- 
ment, in others. That destroys the ijtvnmdity of the science. 
We must search for Bome single cause, 'which is the cause in 
all oases whatever. 

17. Seeing, then, that Labour and Utility altogether fail to 
stand the test of being the Canm of Value, w hat remains ? Tl)e 
only thing which ancient 'writers, Aristotle, the author of the 
ETyxiH^^va\<{ the Roman Lawwers ; in modern limes, the Physio- 
crates, rimilli, Condillac, Whately, Bastiat, ,1. B. Say, and niany 
others have observed — ExcuANOEAnnarv. And what does 
cxchangeahility depend upon? If I offer something for sale, 
what is necessary in order that it may ha sold? Simply tliat 
some one else sliould DiorAXo it, Aristotle said long ago that 
it is xf^eia^ or Demano, that binds society together. 

Here it is quite clear that we have now got the true Source, 
or Origin, or Cause of Value. It is Demand. Value is not a 
quality of an object, but an affection of the mind. The sole 
Origin, Source, or Cause, of Value is Human Desire. 'When 
there is a Demand for things, they have Value: Avhen the 
Demand increases (the Supply lieing supposed tlie same), the 
Value increases; wdien the Demand decreases, the Value de- 
creases: and when the Demand altogether ceases, then Value 
is altogether gone. 

It is Demand which discriminates between the diamond and 
the rubbish, the pearl and the shell. It is because some people 
demand cigars, that among them cigars liave value: and becausie 

V 2 
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other people do not demand them, that among them cigars 
would have no value. 

It is the intensity of Demand which confers such enonuQua 
v^nc oil the ground in the heart of London ; and the gradually 
dimiuishing demand which makes land less valuable as the dis- 
tance from the centre increases. , 

What is it that gives value to the produce of the farmer? 
It is the demand of the people for food and clothing, ^and their 
readiness to give something hi exchange for its proflucts. If it 
were posvsiblc to imagine that tlie people sliould cease to require 
food and clothing,* or should they change their tastes, and 
require siicli footl and clothing as could not be prcxluced in 
England, then the value of the land would immediately die off; 
unless the products were exported to exclninge for the products 
of other countries. 

It is perfectly clear, Iherefoj-e, th.at tljongh much labour has 
been bestoweii on the land, and the laml lias great value, that 
Labour is not the Ctfuse of tbe Value of tl»e Land. But nitn, 
knowing that people >s'ill want food and clothing, invest their 
money, and liestow their ialiour, upon the laud to jiroduce some- 
thing that is wanted l>y inon. ’’fhey sow corn and rear cattie, 
because they exiiect that tlierc will be a pernvauent demand for 
such products. J3ut if the people were to liccome vegetarians, 
where would the value of the cattle and flocks bo ? 

So in the same way it is the wants and desires of men that 
cause others to invest their money and labour in any pursuit 
whatever, and which gives value to that product. 

So men invest their lalKuir and money in acquiring a knowledge 
of Law, because they expect that legal differences 'will arise 
among men, ami tliat siieli services will l>e wanted; but if they 
obtain no oinployrnent, tlieir labour has no value. 

So other men invest their labour and money in acquiring a 
knowledge of medicine and surgery, because they expect that 
men will .bo assailed by diseases, and exposed to accidents, and 
require their services; but if there were no diseases and no acev 
dents, where would the value of their labour be? 

And the same thing is true of each of the professions in 
succession: men devote tlieir labour to acquire a knowledge of 
architecture, pauiting, sculpture, civil engineering, &o., because 
they expect that other men will want and be willing to pay for 
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Bueh services. It is the demand of the community, and that only, 
which confers value on them. And if the demand of the public 
were to cease, the whole value of the labour of those who had 
devoted themselves to their acquisition would be lost. 

The value of the land solely arises, as we have seen, from the 
demaniof men for its products. And as this demand by the 
very physical constitution of men is permanent, the land is a 
source frcuu which an animal revenue springs: and the value of 
an estate in hmd is found by finding the present value of all the 
annual revenue for ever according to certain, rules. 

J5ut this conception may be generalized. And we may affirm 
that if men require any service continuously, and will pay to 
obtain it, the annual revenue^, or the sum paid' annually to obtain 
these services, may be capitalized, and form a great estate. 

Thus the desire, or demand, of men for Law, for Medicine, 
for Engineering, for the Military and Naval Services, and for 
Art and Literature, for professions and trades of all sorts, con- 
stitute each of them a great estate, all deriving their value from 
one great common principle — the wants of mankind, and their 
willingness to pay for their products. And as it is this desire, 
or demand, wbicli calls them into existence, and confers value 
on them, so a cessation of this desire, and the cessation of the 
willingness to j)ay for their products, would immediately uiiiiihi- 
late their value. 

If men ceased to care for art of all sorts and literature, the 
whole literary and artistic estates would immediately cease to 
exist. If men inaugurated the reign of universal peace, those 
great estates, the military and naval professions, would inirnedL 
ately cease to exist. During the reign of George HI., the 
fashion for bobwigs and steel slioe buckles suddenly ceased. 
Those trades were immediately dissolved, all the capital invested 
in them was suddenly dissipated, causing dire distress. And 
the very same tiling is true of all trades and manufaoturea of 
all sorts. It is the demand for tlieir products which gives them 
value, and constitutes them capital. Hence every new want and 
every new desire of men calls into existence, and creates, new 
capital; every change of fashion, every extinction of a Avant or 
desire, extinguishes capi tal. 

And each of these great estates, the land and material pro- 
ducts; the law ; medicine*; art and literature ; scientific, trading, 
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and manufacturing, knowledge ; is trausmissible and inherit- 
able. No doubt they are transmitted in dilTerent ways, but still 
the general principle is true. In each of the incorporeal estates, 
especially the professions, or trades, in manufactures, there are 
accuiniilatod hoards of knowledge, which are augmented by each 
succeeding geueratioii and transmitted just as much as material 
products are, and are Wk^vlth, or Economic Quantities, just as 
much as material products, and Avill continue to bo so, so long 
as men cojitinue to want and to pay for them. 

And the money and labour men spend in acquiring their 
knowledge, and cultivating their skill in a useful profession, is in 
all respect s, Capital, just as mu<'Ii as money and labour expended 
in tilling tlie ground, or invested in any material product; as we 
have already filiowu is admitted by Smith to be so, although the 
contrary is generally supposed. 

Wc have already seen how' erroneous the doctrine is that 
Lahoar is the Cause (»/ Value, It is perfectly evident that it 
is Volue^ or Deinaml^ inhkh is the Cause of^ or Tndacement to, 
JLahour, 

The tribunes of tlic Commons enunciated the true doctrine 
long ago* — Eo impendi laborem ao perlculum . . . inagna 
praania proponantur.” 

Boisgui Hebert saw this most clearly : he says’' ‘^Consiimjdion 
{Consonwiathn, or Demand) is the [uinciple of all Wealth’’ — 
'‘All the revenues, or ratherall the i idles in the world, both of 
a prince and his sul)jeets, only consist in consumption (consom- 
matlorij; all the most exrpii.siie fruits of the earth, and the most 
precious pro<lucts, would be nothing but rubbish, if they were 
not consumed ( Consomiuh, Deinamied). This it is which m«akes 
the most fruitful countries which are nt)t inhabited, and conse- 
quently not cultivated, on account of the small number of men, 
to be almost entirely useless lo their [irinoc. Also, if although 
these countries ar <3 filled with subjects fit to give value to the 
gifts of nature, it is their int<3rest to consume (eonsammer, de- 
mand) nothing ; or if they are not in a position to do so, neither the 
country nor the prince are richer than if they had ever so little.*^ 

So again® lie shews that the increase of national revenue is 

^ Ifl'. I r., ch, 05. * Factum de la France^ ch* 6. 

• //« DHail de In France^ c. 19. 
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proportional, not to the increase of the sum of money, but to the 
progress of consumption {comommiition^ demand). 

So Ilume says * — Our passions (desires, or Demand), are the 
only causes of Labour.” 

The Italian Economists are very clear and consistent in shewing 
that human wants and desires are the causes of all Value. 
Genovesi* clearly points out that the words used indiscriminately, 
prezzo^ pregio, slimay mluta^ valore^ are words of relation and 
not absolute, and that they are not applied to intrinsic qualities. 
That, tliough money is the a])i)areiit or proximate measure, the 
ultimate measure to which* not only things, but their price, is 
referred is man himself. Nothing lias value where there are no 
men, and the very tilings which liave a low jirico where men aro 
few, have a very high price wliere there are many peojile. And 
this is the reason why things and services have a much higher 
price in the ca]>ital than in distant provinces. ^ 

“ Men however do not give value to things or services, unless 
they want them, lienee our wants are the first source of the 
value of all things, and jirice is the power to satisfy our wants. 
The wants of men are of three kinds; those of pure necessity: 
those of pleasure: and those of luxury.” Genovesi then traces 
the origin of these wants or demamls. He says that nothing has 
value except in relation to these wants; and the value of things 
is proportional to the power it has to .satisfy our wants. Genovesi 
then shews liow firices aro always determined by Supply and 
Demand: and, after investigating this with great ability, he 
concludes by saying (1) The wants of men are the first source of 
the value of everything, and all labour. (2) Tiie price of the 
same thing as corn, oil, Ac., is always in tlie ratio of the desire 
and the quality directly, and the supply invor.sely. And then 
he says Value is the child of Demand. 

So Bcccaria says’ — ‘‘Value is a substance which measures the 
estimation in which men hold things.” 

So Verri^ shews that it is the wants of man which give rise 
to commerce, and as their ideas ami wants increase so does com- 
merce increase. Nations Avhich increase their wants increase 
their power and their happiness. Desire, or demand, incites man 

I Essay on Commerce, • Lexioni di Economic CicUc^part ii., cJi, 1. 

* M dioordiney c de' rimedjt delle monete^ mllo stato di Milam, 

^ Meditasdoni suUa Economia. Politico. 
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to commerce. Commerce requires demand and abundance^ 
.desire for the merchandize sought, and abundance to give in 
exchange for it ; and as a nati*>n progresses from the few and 
simple wants of the savage state to new wants and necessities, it 
must proportionally increa,se its annual i)roduction, 8o4|iiat it may 
have enough bevoiul its annual consumption to purchase /oreign 
goods. They then re(|uire something to ascertain the equality 
between v/liat they give and what they receive. Value is a 
word which denotes tlie estimation which men make of a thing. 
Verri also shou-s that all variations in price proceed from varia- 
tions in supply and demand, ♦ 

We have already shewn that tlio Physiocrates made all Value 
proceed, or arise, ft’oin Demand : and they sh6.wed that things 
which remained without demand {consommatioiiy w^ere w- ithout 
value. 

Condillac is also very dear and explicit on this subject. He 
says^ — “This esteem is what is called Value’’ — “Since tho 
value of things is Ibunded on tlie ^v^lul of them, or the dcmfind, 
it is natural that a want more st rongly felt gives things a greater 
value : and a want less felt giv(*s them less value. The value of 
tilings increases with their scarcity, and decreases with their 
abundance. It may oven, on account of this abundance, decreaso 
to nolliing, A superfluity for example will be without value, 
whenever we can make no use of it. 

It is therefore carefully to be observed thafr value does not de- 
pend upon tlie absolute qualities of anything. Water is an ab- 
solute necessary, but we only require a certain amount of it. 
More than tljis certain quantity is of no use, and therefore of no 
value. So it has often happened that in agricultural countries 
the crops have been extraordinarily abundant, much more than 
suilicieut to supply the people, but from \vaiit of means of com- 
munication, they vvere unable to exchange them away for some- 
thing cdsc, and .so they have lain and rotted on tho ground. In 
these ea«os the quality of the com wim exactly the same, ono 
portion was the result of labour as much as the other, but it wkii 
not required, and therefore it w-as not wujalthi» In a similar way 
the cattle introduced by Europeans into the Pampas mnltiplieci 
BO enoraiously, tliat the scanty population could. iu>t C^iisu:i 9 i 6 
them, and limy bad no value except for their ^ 

* U Oommree ei U dotmrMmnfy ch. 1. 
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Australia^ some yeai-s ago, sheep increased so much beyond the 
demand for them, that they were of no value except to boil 
down into tallow. But lately they have discovered a method 
of preserving beef and mutton in tins so as to be able to be 
OXported^ England. TIjus, these flocks will now acquire an 
immeniie value, and become a source of boundless wealth to the 
Australians, by being exported to England and purchasing all 
sorts of things they may require in England. 

Condillac then observes — “ A thing has not value because it 
has cost much, as is commonly said; but people bestow expense 
on it because it lias Value.”^. c., there is a demand for it. — But 
some have been led to regard Value as an absolute quality, 
wdiicli is inherent in tilings indep(?ndently of the opinion we have, 
and this confused notion is a source of bad reasoning. We must 
remember that though things have only a value because they 
have qualities which make them useful to us, they have no value 
for us, if we do not know that they possess these qualities.”— 

As soon as wc want a thing it has value, and only for that 
reason.” Condillac tlion shews how that which was not wealth 
becomes tvealth by exchange: and how the wants of mankind 
as they increase give rise" to the arts, and how the arts increase 
the mass of wealth. 

1 8. We have seen that oven Smith, who is commonly vsnpposed 
to have founded all his ideas of Wealth and Value upon Labour, 
says that if the product is not exciiangeable it is Tiot wealth : 
which shews that, after all, he made exchangeability the real 
test of Value. Now it is evident that the exchangeability of two 
products can only proceed from reciprocal Demand. 

Smith, who iu the commencement of his work tilled his readers’ 
minds with the notion that Labour is the cause of value, has in 
one passage seen that the truth is just the opposite. Speaking 
of the vine, * he observes (hat it “ is more aflected by the differ- 
ence of soils than' any other fruit tree. From some it derives a 
flavour which no culture or management can equal, it is supposed, 
on any other. This flavour, real or imaginary, is sometimes 
peculiar to the produce of a few vineyards : sometimes it extends 
through the ^eater part of a large province. The whole quan- 
tity of Moh wine that is brought to market falls short of the 

* Book j., cA. ii. 
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effectual demand, dr the demand of those who would be willing 
to pay the whole rent, profit, and wages necessary for preparing 
and bringing them thither, according to the ordinary rate at 
which they are paid in common vineyards. The wh^ quantity 
therefore can be disposed of to tlioso who are wilfllg to pay 
more, which necessarily raises the price aliove that of eommon 
wine. The difference is greater or loss, according as the fashion- 
ableness or scarcity of the wine render the competition of the 
buyers more or less eager. Whatever it be, the greater part of 
it goes to the rent of the landlord. For though such vineyards 
are in general more carefully culBvated than most others, the 
highimce of the xelne seems to he, 7Wt so much the as the 
cause of this careful cultivation,'^^ 

Now it is easy to see that this last sentence is entirely antago- 
nistic to the Avliole of the rest of tlie system of Smith and 
Rioanlo, and both doctrines cannot be Irne. In their general 
system they make it appear that Lahour is the cauM of Value: 
but here Smith has seen and acknowledged that it is Value ichich 
is the inducement to Labour, Now it is no more possible in 
Economics to adopt one of these doctrines to explain some phe- 
nomena, and to acloi>t tbe> other doctrine to explain other pheno- 
mena, than it is in nstronomy to explain some plionomeiia by the 
Ptolemaic hypothesis, and other |)heiK>inena by the Co|)eniican: 
or in optics to explain some phenomena by the Corpuscular 
hypothesis, and other plieijoim?na by tl)e Wave theory. One or 
other doctrine must bo universally true. It is perfetilly clear 
that the latter doctrine is the true one, ami the rest of the system 
is ialhicious. 

So Whately says * — “ In this as in so many other points in 
Political Economy, men are prone to confound emm and effect. 
It is not that pearls fetch a high price beamse men have dived 
for them ; but, on tlic contrary, iiieii dive for them because they 
fetfii a high price.” 

So also J. B. Say, who adopts the doctrine that Utility is the 
basis of Value says Riches can only be valued by an 
change, by means of which their value is stated You se6 
that wealth does not depend on the species of tlie things or on 
tlieir physical nature, but on a Mokal quality which every one 

* LerAures on PoHticfd JEcanomy, 

* Cour$f i., I. 
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calls their value ” And he also says * — Value is purely a Mokai. 
quality, and appears to depend on the fugitive and changeable 
will of men.’’ And he elsewhere says that Demand is the first 
foundatiomof all value. Now it is strange indeed that so able a 
writer coiild not see the incongruity in making Value to be, in 
one place, the qualities of an object, and in others, a moral 
quality of the mind. 

^ So also Dastiat places the source of Value entirely in the mind. 
He says * — “ E.vchange does more than state and measure values, 
it gives them existence ” — “ The idea of Value came into the 
world the first time a man said to his brother: Do this for me, 
I will do that for you: they agreed up'>n it: because then it 
might for the first time be said, the two services exchanged were 
equal (se valent). . . . We labour to support, clothe, shelter, 

light, heal, protect, and instruct ea(‘h other. Thence reciprocal 
services. Wc compare these service, we discuss them: we esti- 
mate their value: thence comes Valxjk. 

19. Hence we sec that Demand is the sole Origin, Source, and 
Cause of Value. It is DemaTid, or Con.sumption, and not Labour 
which gives Value to a product. It is not the Labour which 
gives value to the product, but the Demanvl for the product 
which gives value to the Labour. Hence it is not Lakouk 
WHICH IS THK Cause of Value, ).)ut it is Value which is the 
Cause ok, or TxNducement to, Larour. 

Value tiien in its ti'ue sense signifies an Affection- of the 
Mind^ and not a Quality in an object, eitlier natural, or the result 
of labour. The usual phnaise is I value so and so.” It is the 
force of attraction between the mind and some external object. 
But an imjiotent desire of the mind, not manifested by any 
Overt act, is not an Econoinical phononienon. In order to enter 
into the science of Economics .sometldng must be done. But 
even the desire of a single mind is not sultieient to produce an 
act. A man may liave things he wants to sell, but if no one 
will buy them, they have no v.alue. He may wish to possess 
things offered for sale by others, but if they do not Avant, and 
will not take in exchange, what lie offers, no exchange can take 
place. In order to constitute an exchange two persons must 
each produce something, and each must want what the other 

* Consider atio^ii Qindralti. ^ Hwnnotiies Econotniquea. Oe l-aValeHr.^ 
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produces. And it^s the recij^rocal des^iro of each for the pro- 
duct of the other that gives rise to an exchange. Hence the 
concurrence of two minds is essential to produce an exchange, 
or an Economic phenomenon. Each one will try to give as little 
as he can of his own product, and get as much as he fean of the 
other’s product. Hence Avhcn the exchange ultimately takes 
place, the quantity exchanged by each measures the intensity of 
his desire to obtain possession of the product of tlie other. 
And hence the Quantity given by each is called tuk Value of 
the other. 


20. All production is founded upon speculation. Producers 
find out or think of what other ])eople want, and then they pro- 
duce. A constant supply of some things is wanted. Inventors 
hope that they may excite or create a desire, but it is no reason 
that people will ))uy, l)ccnusc others )>rodncc ; and if none want 
or will buy what is produced, such an article has no value. All 
production, then, is foimded on speculation, varying through all 
degrees of j^rudence, certainty, and risk. All producers speen- 
Late that there will not only be l>uyers wlto will want their 
products, but Avill want them to sucli a degree of intensity a« 
to bo willing to pay a stun at least stifiicient to pay the cost of 
production, and a profit besides, sufficient to remunerate them 
for their time and trouble. Now, the {)ovvcrs of consumption 
generally speaking arc liinite<f, but in most cases the powers of 
produotioii arc more easily extended, and the amount of value, 
or the price, depends upon the proportion between the produc- 
tion, or the supply, and the iium!>er of j>crsons who are willing 
to give an ade(iuate j/rice, or the consumption, and hence pro- 
duction must ahvays be adjusted to consumption, and not the 
reverse. Hence, also, we have this fundaiaental truth that 
SpKCULATION is TfH5 MOTIIKK OF PkODUCI’ION, HOT DkMAN1> IfS: 
THE ORIGIN OF VaLUE, 

21, Labour is in no case, wdiatever, the cause or foundation 
of value. No amount of Labour, or cost of production, can 
ever bestow or ensure value. In all cases whatevei'i it is 
because articles have great value, that great labour or great 
expense is expended in producing them. It Is, then, urilVersally' 
the Result, and the result only, which has vaiiie, whether tlia^ 
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result be obtained by great or by. little labour : although it is 
undoubtedly true, that valuable results are often associated with 
great labour or expense. Nevertheless, we must rigidly guard 
ourselyes from thinking that it is the labour that confers the 
value. An able and skilful man may obtain a result of great 
value with oojuparatively little labour, and an infcfVior man may 
bestow many times t|ie amount of labour, and never attain so 
valuable a result. No class of persons are so apt to estimate 
the value of a thing l)y the labour it has cost them as authors, 
and consequently it is a very common remark that authors are 
generally the worst judges of the relative value of their own 
performances. Arciibishop Wlifttelj' cautions an intended writer 
of the History of Logic thus, he should possess the power of 
rightly estimating each according to its intrinsic importance, and 
not (as is very commonly done) aci^ording to the degree of 
laborious research it may have cost him.” And this remark is 
of universal application. 

22. We must also be on our guard against admitting a spe- 
cious form of expression whi<;h J. B. Say uses — ‘‘Thus, without 
examining yet, why olive oil is worth tU) sous a pound at 
Marseilles, and 40 sous at Paris, T say that he who sends it from 
Marseilles to Paris a(hls 10 sous to the value of each pound of 
oil.” ’ “ Products succes.sivoly increase their value in pusssing 
through the hands of their ditlereifl proilucers.”' It is never the 
producers that confer value, but the consumers ; it is each suc- 
cessive consumer that confers the value. If it was the cost of 
transport that added to its value, it would necessarily follow 
that to send it back again from Paris to Mar.seille3 would still 
further add to its value, and to send it backwards and forwards 
twenty times ought to add twenty time.s tlie cost to its value. 
The truth manifestly is that people incur the cost of transport 
because tliey expect that the ditterence of the value between the 
two places will rej^y the cost; but no cost of transport can 
really add to its value. Thus a I..ihrary or Museum may be 
brought up to London from the Country for sale, but the expen- 
ses of the transport do not add to the value of the books, but 
they are brought up to London because it is expected that their 
higher value in London will repay the cost oi‘ bringing them there. 

' d'JUkmomie Pditique^ p, 101. » Ibid,t p. 631. 
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To exemplify, and still furtlicr to enforce, the truth of this 
principle, we may take the case of diamonds and other pre- 
cious stones. Their value depends entirely upon their rarity, 
and the extreme desire of ricli persons to posse.s8 them, and has 
no appreciable relation to the labour of finding them. They 
have acquired a certain estimation in the eyes of men for certain 
reasons, and they are scarce, and it Hatters the pride of men to 
be tlie possessors of rare articles. The finding of diamonds is a 
great hiusard, and they are only fouml in a few ])lah(?s, and of 
certain sizes. If a few persons were to be so Ibrtunato as to 
discover a few liiindreds of diamoiuls of large size, their value 
would be immensely diminished all over tlie W'Orld ; nor would it 
be possible to assign what propoi tioii the labour of producing 
them would bear to their pricre. On the other hand, were a mil- 
lion of men to devote tliomselvcs to search for them, and if they 
searched in vain, and found none, that circumstance w'ould not 
have the smallest efib<.‘t in raising the value of a single diamond. 
So that the real truth is, tliat men are willing to devote them* 
selves to search for diamonds, because tliey are of great value 
wdien found. A diamond is not valuable because a great deal of 
labour lias l)eeu bestowed on finding it, but a man searches for 
diamonds l)ecause, tliougb he may only find one at rare intervals, 
the value of it when Ibuml is so great, that it wdll repay him for 
along course of unsucco.ssful labour. Tims, also, pearls are not 
dear because so many iisheiancn seek for them, Imt so many 
fishermen labour to lind tliem, because they are highly esteemed, 
and rich people are w illing to pay high i)rices for the pleasure of 
possessing them. Hence, w e may say, that it is true of diamonds 
and pearls, and all that clas»s of piTMluction>s, that a great dejil of 
labour is bestow- ed on producing them, because a higl) price is 
given for them ; and that it is a mistake to say that a high price 
is given for tliem because a great deal of labour is bestowed on 
producing them, Sidney Smith was in a fever of anxiety to sell 
some jewxds he had, to set up house, lest mankind should awake 
from tlieir folly and refuse to buy these glittering baubles. Ko 
examples can be tak(iii better than tliese to show tlie total want 
of any necessary relation betwx'cn labour and value. 

23. An litteutive consifleration of this last example is of the 
utmost imporUince, and is of universal application in Political 
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Economy. We observe that the quality of the diamond is not 
in any way affected by the quantity of labour bestowed on finding 
it A diamond of the first water may be found after a search of 
fire minutes; a search of as many days, months, or years, may 
only be rew^arded by finding a very inferior one. But yet the 
result of the lesser amount of labour may be far more valuable 
than the result of tlie greater amount. This is a universal truth 
in Economics. In all cases it is the result^ and that only, which 
is looked to, wljolly independent of the labour by which it has 
been arrived at. 

24. The clear understanding that it is Demand, and not 
Labour, wdneh is tlie sole cause of Value, and the basis of Wealth, 
gives the true and simple solution of the question which so long 
puzzled the Avorld. Cicero and Luther were wholly unable to 
understand how a person could gain in an exchange, except by 
robbing the other. It was tlie universal doctrine before the first 
school of Economists, that what one side gained, tlie other lost. 
The Physiocratos however maintained tliatin an exchange neither 
side gained, and that it was an excliange of e((ual values. ■ They 
saw that each jiroduct was valued in money at tlie same sum; 
and therefore they maintained that neither side could gain. Nor 
was it easy to see the fallacy of this reasoning, although a little 
reflection on the facts must havej?hewn them that nations became 
enriched by commerce. Still loss is it easy to see the lallacy, if 
we adopt tlic doctrine of the second school of Economists that 
all value deperuls upon the quantity of labour bestowed upon 
a thing. For if the Value is exclusively determined by quantity 
of Labour, it is only an excliange of equal value. 

Hht when we firmly grasp the ]>rineiple that Demand is the 
sole cause of Value, and that no Labour can give value to a 
product, Avhatever its qualities be, Avhich is not w^anted, the 
solution of the problem is obvious and simple. 

A shoemaker perhtfips, makes 50 pairs of shoes; but he is not 
a centipede, and therefore he does not want 50 pairs of shoes: 
therefore all the shoes he makes above Ids own requirements are 
so much labour throwm away, without any result. These super- 
fluous pairs of shoes are no more wealth than the corn whidi 
we spoke of before, as rotting on the ground for want of some 
one to consume it. 
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A jylovemakev iwaUes 50 pairs of gloves: but he is not 
Briareus: therefore he clo(?s not want 50 pairs ot gloves: there- 
fore as in the former case, all the gloves he makes above his 
own requirements arc so much labour thrown away without any 
return. 

A tailor makes 50 coats; but he has no use for so raaijy; con- 
sequently all the labour and maierials used in making them are 
utterly wasted and thrown away. • 

A farmer grows corn upon 500 acres ot hand, and has a herd 
of 100 cattle : but liis family and dependents cannot eat the corn 
grown upon 500 acres: nor 100 cattle: tlioreforc all the corn he 
grow's, and the cattle he rears, al>ove his owtj and his family’s 
wants, is just so much labour and expense thrown away. 

An author does not want more than n very few copies of his 
own w^ork. The vaiiu'st avulior does not w'ant 1 ,000 copies ot 
it. Hence all co]>ies printed above those HulVieieiit to satisfy his 
■Nvants, arc so much lal)Our and money thrown away. 

And so on through the whole catalogue of ))roduoers and pro- 
ducts. If a man bestows labour upon jn’oducing wljat he <loes 
not want, it is so much labour thrown away without any return. 

But the shoemaker, the glovemaker, ilie farmer, the author, 
and all other producers as above, cannot live on their own j)ro- 
ducts solely. The slioemakor wants gloves, food, clothes, books, 
&e. The glovemaker rvaiits shoes, food, clotJies, books, &c. 
The firmer w^ants shoes, gloves, clothes, books, ("C’c. The tailor 
wants shoes, gloves, food, books, &c. Tlw author cannot live 
on the fumes of self incense ; he requires shoes, gloves, clothes, 
food, i&G, Ilcnce eaclj producer begins to exchange the super- 
fluity of his own i>roduce for the superfluity of each o|^ the 
others; the slioemakor exclianges some of his shoes for gloves ; 
others of his shoes he exchanges for clothes ; others for food, 
and so on, for any other products he may require. Similarly 
each of the other pro<lucers exchanges some of his products for 
others he requires. Hence Demand arise# for the products 
each producer wliich were before without demand, and without 
value. It is the demand of the shoemaker for gloves which, 
gives valuo to the gloves of the glovemaker, which were stipor* 
fluous and not wanted by him. Hence, by means of this 
exchange, the labour of each producer haft brought him something 
hr? does want, and which he does value; instead of something 
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he dobs not want. And it is this reciprocal Demand, or Con- 
srimption, which gives value to each product in micce^ision. The 
labour of the shoemaker now produces him gloves, clothes, food, 
books, and any otlier product he may want, and tlierefore Valtie. 
Each producer has therefore got something he does want, instead 
of something ho does not want; and hence each side has gained, 
or got a reward for liis lal)»>ur. 

25. Some persons indeed c.on‘dder that it is an inadequate 
account to sav that Value originates in Dtanand, but tliat the 
Economist should go further, and invesligate tin- caus(*s f>f 
Demand. But this would be a great error. This would intro- 
duce the whole of Psychology into Keon.uuies. It would be as 
groat an error in tlio ment.al, or subjective, department, of the 
subject, rmd of a similar nature, b) wliat it. wouhl be in the 
exicrnnl, or objective, deparlmont, to inve.stir.rate tlje whole 
procesvses of agricultu.rc a?id commeree. An Kconomist, ({va 
Economist, has no more to do with the causes wliich 0]>er.ato on 
the mind to produce Demand, or Value, titan an Astrcuiomer, 
qmt Astronoiti(*r, has to do with the nudatphvsie.al cause of 
gravity. An Astronomer's l>usiness is to discover the Xo/es* of 
the Phenomena \\\o motions of the heavenly bridU s, and tliere 
the science ends. AVliat maybe the cati-^e d{‘ tlie T/nv of Gravity 
is .another an<l a. higher ram.'^ideratitai. Similarly Kconomics 
rigorously excludes all considerations of the v>reparation and 
cultivatioTi of the mi?ul which ]«ro«liiee< tlu* di(\sjre. or the 
D(auaMd, e<|ua]ly witli all consitierai ions of tin* ].»rcjiaraiioii ?md 
cultivation, 07* manufacture, of the |»r<><luci. con.'idtu-nlions 

wliieJi prodTice- Doin.and, or Yrdne, are the provin<*e of the 
Moralist; tlie ]>roces.ses of agriculture ;md manuihetuF'e are tlu* 
province of the farnier and the Tiianuiactui’er. Kceuiomics deals 
only with the dt*sn' 0 , or tlu* Demaiub whic!) is the cause of Ahilue, 
and the product which suV»jer‘t matter of Value. 

20, Tlu* clear (miiceplivui th<at it is Demaml, or (.onisuinptior», 
and not Labour, which i.s the pnucl|de of Value and of .AVealth, 
she^8 bow mistaken lire those demagogues who go al>out flattoi'- 
in^g -tlve and telling tliem that they are the 

pVchlueeWof a a view to rising into public impor- 

tithoo by thbir »nban It is hot Uie Producer but 4;ho Consumer 
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who causes a thing to be Wealth; and all the labour of the 
working classes would be thrown away if they could find no one 
to demand or consinue it. Each class of society, therefore, is 
necessary to the oilier. If, therefore, a man lifts nothing to 
offer for sale but his labour, so far from being at enmity with, or 
hostile to, 'the wealthy classes, he ought to wdsli for the^ greatest 
number possible, of rich iicoplo to demand tlie iiroducts of his 
labour. 

27, When Locke said tliat tlie ditVerences of value of agricul- 
tural land Mere due to labour, in whieli lie has been followed by 
so many Ecoiiomi.^ts, it \s as a striking example of llacon's re- 
luavk ’ — For no man can riglitlyand succesfully investigate the 
nature of a tiling in the thing itself,'’ — but must vary Ids obser- 
vations, and nj^penl to all sorts of e>:]K‘rience, When Locke and 
hi.s train of followers point to the .smiling harvt sts and vintages, 
and assert tiiat the eau.*s<.' of the <lifte]-erices of the vabie of tho 
land is labour, IIkjv should nanemlKU’ that the cause of tlic <lif- 
fereinte of value in agricultural lainl must be tho cause of tlie 
differences of value in everything cFe: and we point to the dif- 
ferences in the value of diilerout parts of the ground on whicli 
London stands, and ask— Are these differences of V’^aUio duo to 
Labour ? Wdien tliis sdiool of Economists point to manufac- 
tures of all sorts, wati'lies, furniture, clothes, Ac., etc., and say 
tliat tlieir value i.s due to labmir, wv ]>Iace befoi’o them the ac- 
counts i>f tlie Hank of England, Avhich on tlio 4th October, 1872, 
stood thus; as made ttp in the old foriii. 


LrAfiTJJTii;*. 

Notes T;':>i1Ci] . . , ‘JT.riS’XailO 

I’niair 

Frivalt; Dej)0.->its . . r.»,OiU,n:a> 


50.1:^;}, 778 


.£ 

Seenritii!.'; . . ... 38,01)1,424 

Coin aiMl ijullion . , 


T>1),217,87« 


Now we ob.sorve llsrit one side amounting to ,C35,48<*,W8 
consists wholly of liahilitic.s or Credit, and of tlie other side,, 
X21, 1.50,4.32 consists of money, and £88, 091, 424 of liabilities or 
Credit. The liabilities or Credit, boM'ever, is valued ojcactly 8$ - 
if it were so tnneh rnoney. Now we ask what is the cansi& of 

' PUtnhutio Op&ri$, 
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the value of this Credit? Is it Labour? When some Econo- 
mists point to a largo amount of material commodities, the pro- 
. diice of labour and of great value, we |)oint to a table given 
by Mr. Mill ‘ shewing the amount of Bills of Exchange created 
ill Great Britain 

In 1837 - - £455,08 4,445 

1838 - . 405,501,041 

1839 - - 528,493,842 

and ask what is the cause of the value of tliis enormous mass 
of Credit, which of course is but small coiiipar(<l to the Credit 
creat(;d now? Is Labour tlie cause of its Value? 

28. As we ascend Fatlier Thames, passing by Putney, Ham- 
mersmith, Kew, liichmond, Kingston, Etoii, Oxford, 6cC., we 
find the river banks crowded with cx^piisitely built boats of all 
sorts. Why are tl)e.se boats tliere? And what gives them 
Value? It is simjdy because the youth of England are fond 
of rowing. It w,‘is not the building ol* (he boats which made 
the English youth fiuid of rowing; but their love of rowing 
wh*ich encouraged the ljuilders to builtl the boats. What value 
would such boats have among a peo[)le xvbose lavorite aphorism 
is dolce far niente ? 

29. When we visit the Santa Casa at Loreto, wo see tlie great 
square in front of the church filletl witli s]iO|)S, wliose principal 
wares .are waxen models of different parts of (lie liuman body, 
the heart, legs, arms, cars, &c. AVliat gives value to tliese 
things? They are meant as olferings to the Virgin, for her 
supposed kind intluence in healing the part of tlic body they 
represent. So that tlie custom which Icil Horace to offer up 
bis dripping garments to the god of the sea, still nourishes 
in lUKUminislied vigour among the modern Italians. Would 
.these things have any value among Protestant Englishmen ? 

in 1846, two children near La Salettc, in Franco, av(;n*od 
that, while lending tlieir flocks, the ViiiGiy hail suddenly 
apl)eared to them, apd confided to them a secret which they 
were to tell to ho one but the Pope. They were taken to Rome 

* iit, c^. 12, § 6. 
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and bad an interview with rins IX.— The Roman CathoUc 
Clmrcli took the alleged miracle under its patronage ; medals 
and crosses were struck ni coni me mo ration of it; prayers were . 
composed rccoriling the orcurrenco; a splendid cbundi was 
built near Uie spot whore the Virgin had apjioared, leaving 
behind, as a inemonto of her visit, a S|iring of water, 
ever* shim hrowjht in a rental larrjer than that of almost 
am/ vineyard in IWmee : and the shrine of La Salettc has, in a 
quarter of a centiiry, heemno as fanious as that of Loreto, in 
spite of the long start of the Italian san<‘tuary.'’ * Xow, is the 
rental of tfu* ground where this spring is silnatcd dne to 
labour? If Is quite clear it is ilue to the lielief of the people in 
the alleged miracle. If this belief w ere to die oft‘ the value of 
tlie ground wou]< I iinmcilintely die oh*. Need we be surprised 
that another apjasivaiu'C of the Virgin was got up near Lourdes, 
about** ii t miles fivnn in 1859, and that the cliurch and the 
spring' of Lourdes now' rival iliose of La Salette. The only 
w^onder is that every jiavisli in France chios not. get up an 
appearance of the Virgin on its owai account, seeing that they 
are so profitable. 

•30. Wo n(?ed o<?(:u])y no more time in shmving that; Value re- 
sults entirely fVom a state* (d' the mind. Wliat is anglit bnt as 
’tis vahn (I ? ” says Troilns,* Wjion Locke points to the un- 
tutored Indians and shew-s the iniserahle state they are in from 
wmnt of industry, it i.s plain tliat it is not so much lahour that is 
wanting among tliem, l>ecause the labour they undergo on oc- 
casions, is almost incr<Mlibl<‘, but the desire, or the Dkmand for 
the? comfoi ls and conveniences oj‘ civilized life, AVhat is it that 
kept tlie lo>ver Irish, tin; Higlilanders of Isootlacd, the Soutberu 
Italians, and many otiier p<*ople so poor .and miserable ? Simply 
the abs(?nce of lint desire, or tin? w ant, of bettor thing.s.^ When 
merchants export tlicir commodities to mieivilized nations, they 
know^ wd!. cnougli that the Hi st thing that must be done is to in- 
spire the peo]»le wilii tJiC desire for tijeir goods, WJuit u^e 
there in offering cot(»»n goods for sale to people vvdjo hayc po de- 
sire to be clothed? Hie same pidindple nnis through every- 
thing; in civilized as well as in micivilized nations. PVi* atiy- 
thing to have V^alue iiiere must be a demand for it. And Is 

■* « Troths. ' ' 



§20, 30 ] DEMAND THE SOLE CAUSE OF VALUE. 341 

Demand always for tlie most useful and tlic best things? Every 
one’s experience will say No, to sucli a question. Ilow often 
are the ‘best and most useful things o^ijiosed by ignorance, by 
‘prejudice, and by hostile interests! 

We conclude, therefore, that it is not labour, but consumption, 
exohangQ, or Djewano, alone that constitutes a thing wealth, 
arid we trace the progress of a nation in Avealtli, accor<ling to 
their increJ^sing wants and desires. l*’irst, tlic demand for the 
sustenance required l>y tlu> body, gives value to material pro- 
ducts, food, eloUiing, sitelter, and fuel. Then as thoir tastes 
become relined, arises the demand tVu- works of literature, science, 
and art: for painting, lor scul[>ture, for aielnfLcture, for the 
drama, and for music. It is the demajnl of the public alone 
W'hich makes these things wealth. Hence, in order to be 
wealthy, a people rnu'^t be lirq fired with strong and various 
desires: and this shews the great importance in an Ecoiioinieal 
point of view of national eilucation. Ileavv taxes can only 
be borne by an industrious ami a Aveahhy ])co|>le: and the 
multi plication of wants, multiplies imlustry, flmUipIies capital, 
multiplies incomes, nnilti}»lies the persons to V>ear the burden 
of taxation, ainl renders the nation c.-qaible of great achieve- 
nuiiits, and of taking a leading position in the councils of the 
world. 



342 


PRINCIPLES OF ECONOMIOB. 


(CltAP, V. 


Segtiox IIT. 

On the Genekal Laav of Value: ou the General Equa- 
tion OF PltJONOMIOS. 

ai. Haviijo: in the preoedini? sections given the Defirution of 
Vnlne, aiiii foiunl that, its P'orai, or Cause, resides oxi^lusivuly in 
the Ilirman Mind, the last hranch of our irnjuiry is to detenninc 
tJie General Law of Value; or the th iieral E<|nation of Kcono- 
niics; that is to discover a single (General Law udiich governs 
the changes in the <*x<‘hangeahle relations of all CiuiiMtities, 
wliatever their nature he. 

* The aeknowkslgrd prin<fi}»les of Indu<*t;ivo Science sliew ns 
that there can he but <.>ne (haieral Law of Value. AVe have 
seen in a preceding eha|»ter that there are thn.a^ distitict S)>ecie8 
of Eeon(>Tni<* (iuairtitli s, and wo have generalized the fundu- 
menlal Oonceplicuis (d* tlu? Science so as tc> gras|'» .all these 
Ciuautities. Nhof thes(i three s])ecies of (JuantiticvS can ha 
exchanged in Six dilferent ways. <<)ur |>n‘scnt ol)ject is to 
investigate a Geiua-al Equation whicli ^Viall be apjdicable to fdJ 
the Six sj/ccies of exrdianges indifferently. The Ivaw Avhicli 
governs the ex(*,hangeaidie relations of material product.s, must 
equally govern the exchangeable relation »>f ilci)ts. 

Suppose wo make £ ihg geiu'ral sy iiil>ol for an . Economic 
Quantriy— that is to say, anything whate\'er whose value may 
he measured ; and fa presenting these various .sj)ecies of Quan- 
tities under the general symbol X*, wa Uiay say that there are in 
any country, <]UaMlitie.s of this sort, 
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827. 
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&c., 

<&c. 


Now Ave affirm by virVio of the principle of the Contnuiity of 
Science, and 1>y the great A]gel>raical doctrine of the 
nmee of EqumiUnl that wdiatever can be provc^d tb 

true economically of any oiie of this ficries of Quantities^ m 
be true of them all. No one looking at the sertes of lEconpthio 
Cinantiiies placed, above, could what specietii they 
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Some may 1)0 land, some corn, some minerals, some ships, some 
iiioucy, sonie credit, some labour, some copyrights, some shares 
in eotiiinercial com[):mi(!^s. Now there can be but One Oauso of 
Value for them all. Wo liave demonstrated that Demand is the 
single General Cause of the Value of all Economic Quantities; 
ami this at onco aiiniliilates the false distinctions between the 
causes of value of dilVerent species which have been made by 
Economists. 

Having thus obtained these independent Economic Quantities, 
the purpose of tlie science is to discov«'r the General I^aw which 
governs the variations of their Evchang<‘:d)le Uelations. And by 
the principle of the Continuity of Science, this Law must be in- 
vestigated. ill a manner conformablii to the genoral Theory of 
Variable Quantities in General. lA»r if not, the whole of 
Mathematical and I*liysical Science is shaken to its fouinlalions. 

32, Now let A and B be any two Quantities whatever, sup- 
posed perfectly general : it. is <|uiU> t-leai* that their exchangeable 
relations are contained in the following limits : — 


y.- A = 

OB 

&c. = 

ite. 

2 A = 

iB 

A = 

i'. 

.VA -= 

0 B 


&i‘. 

0 A .-i== 

<r- 1 


Tlu* meaning of which is simply this — Lot tlio excliangoablo 
relation Itctween A and B gradually and coiitimiously change 
from whore the greatest jiossiblo «|iiMnlity (>1 A Avill exchange 
for the least possible quantity of j> to where tin.' least possible 
quantitv of A will exchange for the greatest possible quantity 
of B. 

Now the Tjm of Continuity quoted al>ove ^ says that a 
Quantity cannot pass from one amount l.o anoilu-r by any change 
of conditions, without passing thr(.)ugli all intermediate degrees 
of irtagnttudc according to tlie intermediate conditions. 

Hence we may ailirm by virtue of the Dm of ConUnulfy— 

1. That if it mnh$ incluhiUtbly any purHcidyr 

Ismo hoi^iioo^^ in the range of pricesy that 
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mme .Lrm must neeessariijj hold good at all pomts throughout . 
the whole range of prices, 

2. That as the sgmboh A and JS are perfectly general^ if any 
Law whatever can be proved to hold good in the varkdhm of 
the exchangeahle relations of any two Quantities whatever^ tJmt 
same Law rn u6t nrccssarlly hold good in the exchangeable reta* 
tlons o f oH Q)aaii.tltles vchatt-i'vr, 

Tims by Uie Law of Cojitirmity wo are to allinn-r-- 

llnit If any Low irhitrcrrc am Iw proved to be true at any . 
one point in (ht. rah<ie <f prlnti, hit ween any two Qimntities 
whuUver, that souie Lan: aiust or la.rssarily true at \l\. points in 
the range of ^>ri\s, and hit ween all quantities whatever, 

Aiirl MS a o(irol]:nT from Uio wo may also artirm— • 

That If any .Lau: whotever can be j>rovt d not to be true icith 
regard to Uo rclatiuis of any two (fiantltus whatever ^ that Laio 
coniiot be a irlneral La,v of Lconot/f fcs, 

Xo oao who -ui'lvrslnorls ilso jn ifi(*i[»los of philosophical 
reasonliAg wliioli nro \uiivorsally alio\\ eJ to bo ooru-lvisive ia other 
soioiices, and wlsiio> to pr(-s<*rv<j that (antliiiuity Of the scieaces 
80 earnosUy Jijsi8le<l upon by ih-a-on, can Ihil to see that tlicso 
eoasulerations are tnio. [f it ho po^^si]>lo to obtain a genenil 
philosophloal rule, il must bo applioablo to all eases. It is the 
very osseueo and gonius of the Induetive Pliilosophy to analyxe 
particular eases, oduee general rules from them, and shew how 
they applv' to ail othm’ oases. It is the very test of tlio truth of 
rival theories to i;\j»jain jAai'l ieular e.ases, Tliere is no other way 
of testing tiieir triOh, ami. aeeordirigly, when two apparently 
plaiisiblc ii)coi-ies have biM.*n brought to tlie trial, and one of them 
has fulled to Mceoimt ibr phenomena, it has invariably been re- 
jeoteth A ti'ue theory, tiierefore, must acroount for all the phe- 
aomciia in a scieuee. It must be true in all classes of caseSj>n4 
to any extent. A single fa^rt that cjui be shown to bo absplatoly 
irreeom;il;d>lt* will) a theory is fatal to it. 

In inany other seieuees it has happened tlmt theorteiS 
appeared to account lt*r a considerable iiiunber of pienomona, 
ami liave for a long time been accepted as triiej bnt^^ to 
tjyne other classes of pbeuoinena were 
wholly AriM^cbiicUablc.; with’ the received 
<juehtIy,,d>eTan.ii6: ftec<jssa'ry now^.:;theo4?^:; 
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comprelwinding the new classes of facts. Of course it was 
manifestly necessaiy that the new theory sliould absorb all the 
iacUs accounted ibr by th« old one, and explain them equally 
well. When this has happened, when it has been proved that 
the new theory accounts for all the observed facts, the old theory 
havSi been invariably superseded, and the new one adopted. 

/Precisely the same process of reasoning holds good in Econo- 
mics. as it is a universally acknowledged principle in 

experimental Kcicnco that that law only is llie true one, which 
explains all the i asi.*s in the sulyect, we lay this down as an 
uinpiostionable trulli in Economics — • 

That if tiro or more fonns of e:q:>rfysd<}}t irill txplam or 
accoiirU for antj phruonoma rrpordintf prJee, or the change 
of prlcCy that form of exjyre.'^Hlon onh/ is to he adopted as 
the true one^ rnhic/i explains all the phenomena in the science, 
and not the indlcldual case onlg. 

Thus wo affirm by virtue of the Principle of Continuity of 
Science, aud arguing from tlic analogy of every other physical 
science, that however varied and complicated the ditferent phe^ 
nomena of Value may ai))K%‘ir to be, there can by no possibility 
bo more tlian one grand ('Mi neral Theory of Value, whatever it 
may be. To suppose tluit the phenomena of tlie science could 
bo based divers confliciing Theories would be at once to 
ties troy the Gk^kumty of the science, 

Lord Lauderdale in a work <pio(e<l by Ricardo, and which 
<?ontainiS lit tie else of any worth, says, ’ that; of two Quantities 
which may eaeli vary, if 'we supjmse the variation to take place 
in one.bf thmii iirst, the other rcnniining the same, its Value 
would be inlluenced by/bi!/^ causes: 

It \vould Value — 

1 , £*rom a I)iniinutlo}i in Qiianiitg, 

2 . irom an Increase of Demaml. 

It would ill Value — 

id an Increase of Quantity. 

2 . IVam a I)iminu^^ of Demand. 

Kbw as tiie Quantity w-iU be influenced 

by it i& quite deer tliat the varisitione of 

hy eight independent causes, 

Jff the yriturc dud 0(i^srif vf PhUw |0M2, 
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and if the*se be eonneotcd in the form of an Algebraical EquaUonj 
it will manifestly be the true General Etpiation of Economics* 
This General Equation must tnauifi^stly comprehend the whole 
science ; and as it contains no loss than EIGHT Independent 
VariaWes, it at once shews the extremely complicated nature of 
the science. ^ 

Now Kicardo admits tliis Law to bo true for all monopolized 
commodities, and for all others during a limited period. But 
his want of training in Inductive Science prevented him from 
seeing that if it be true in any one case, it must l)e true in all. 

The fact is that the l^aw of Sujqdy an<] DemaTuL of which the 
above extract from Lord Lauderdale is tlie full <*\[u*ession, is 
admitted by all Eoononiists to be true wlieii tlie ]>rice of things 
is very low ; and it is also admitted to be true when the price is 
very high. No other I.aw whatever l)Ut that of Supply ami 
Demand operates at the e,vt.rancs of juices: and therefore it is 
manifest by the ./y7?e of Coidm»Jityy that all iutermediale j)riceH 
must be governed solely l)y the same Law of Supply and 
Deinand. 

It is (juite manifest tlmt the above is lh (5 trtic General Equa- 
tion of Economics ; and tlie whole science must be constructed 
taking that E(]uatioii as the basis. 

In obtaining tliis general expression avc have followed the 
mctiiod usual in all pljysical science. We have obtained tlie In- 
dqyendcnt Variabhi^ and they are connected by a General Law, 
or Forraul(f, This insures rcrUxtaff/ to the science. Bnt it is in 
the last point that the real < 1 if!i(uiity arises, namely in giving 
cisiou^ or numerical <11 noun ts to the CocMcients, It is dillicult, 
probaWy impossible, to say^Avhat numerical variations in supply 
and demand produce certahi numerical variations in price. This 
lias been attemjded in some cases, as that of covi, but it is. 
uianifestly impossildc to obtain exact nuinericul data. 

It is thivS dlfllculty, or rather let us say tlie entire impossibility 
of givuiig exact numerical values to the Coefticients, that makes 
many writers supjiO'^^e it im]>ossible to riiake Economics an exact 
science. It is sotttetlme.s suj>posed that for a science to bo an 
‘‘ exact” one, it is rucossary that its Laws be capablo of plied 
quantitative statement . This however is an crrcnr.yhitib 
been specially rioticed by Comte, wdio well points out I iKod^ 

' fnfyodufitioir 
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feremjd between Certainty and precision in science. To consti- 
tute an exact science it is not necessary that its laws can be 
ascertained with numerical precision, but only that the reasoning 
be exact, or certain. lie says that a dangerous prejudice has 
sprung up that l)ecause (lie precision of diilerent sciences is very 
unequal, tliat therefore their certainty is so too. This tends 
nmch to discourage the study of the most difiiciilt. Precision 
and certainly are perfectly distine*t. An absunl proposition may 
be very jireeise, as for instance that the angles of a trianglo are 
equal to iliree right angles. On the otlu^r hand a certain ]>ropo- 
sition may not be precise, as tliat a man will <Iie. Hence although 
the ilitferent sciences may vary in precision, that does not atfoct 
their certainty. This ol)servation applii'S very forcibly to Econo- 
mics. Many ])ersons are a)>t to desjfise it, and think there is 
nothing in it because it iloes not bring out its results with the 
same numerical preciision as tliosc of ^Mathematics. This how* 
ever is a grievous mistake. In Fa^onomics tlie causes of phe- 
nomena can 1)0 ascertained with positive certainty, and if WC 
want to produee any given erteiit, the ]iropoi* metliod of producing 
it can bo jiointed out w ith absolute certainty. This is all that is 
necessary to constitute it an exact science; because the method 
of producing the result being pointed out with certainty, it may 
be folloAved imtil (lie require*! result be |)Voduced. 

36. In (ionsidering tlds general Eijuation of Economics we 
see the application of Itacoifs ajihorism ’ “ That Avhioh in 
TImory is the. Cai-si 2 in Practice is the Rule.’’ Xo other 
Quantities but Demand and Supply ap[)ear ou the face of tlie 
Equation. We therefore learn that no other causes influence 
Value, or changes of Value, but Intensity of Demand and 
Limitation 'Of Supply. We learn that neither Labour, nor 
Cost of I^roduction, nor anything else, can have any 0rect 
influence on Value; and that if they have any indirectly ^ it 
can only be by, and tlivoiigli, tlie means of altering the Demand 
or the Snp})ly: so that no change of Labour, or Cost of Pro- 
duction, can have any influence on Value, unless they are accom- 
panied by a diahge in Demand or Supply. 

The great of tlieso considerations will 
appteir hereafter. 

* Noxi. Ory,^ Bk. L, Aj^h. 3. 
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36, But iilthougli tliero onn be only oue Gencn^al Theory 
Avliich governs all cases, yet there may be many phenomena^ and 
many classes of phoiioinena, in Avhich o^7itr causes may modify, 
vary, and even overpower and reverse the General Law4 Thus 
It is a General Law that bodies Avill tail to the earth : but in the 
special ease of a balloon inflated with gas lighter than air rt wilt 
ascend from the earth. Now, no (me doubts that the Law of 
Gravity acts on the balloon to draw it towai^ls the earth : but 
yet in tins spcicial case, tlie force of the ligliter gas ov^rpowei'S 
the force of gravity, and makes tlie balloon mcaul through the 
denser medium. 


On the. Jhauhmental Ohjiction to the liiCiARDO-Mnii, 
JSvsTKM 0 / Economics. 

37. Wo now come to the fiiiahnmaital philosophical ohjectiou 
to the liicardo-jMill system of l*«»litical Economy, or Economics, 
and to the ap]>Uc!itioii of the remarks we made on the Formation 
of General Axioms’, jmd in the Gern'ral Statement of the Argu- 
ment in favour of the Tlilrd School of ICconoinists.* 

While the Italian Er'onomists, the I*hys:i( ♦crates, and Condil- 
lac, all held that the Law of Demand and Supply is the great 
dominating Law of Economies, they felt that some further ex- 
planation was wainte<l to give this law a more definite expression 
in figures. 

Among sijveial writers who hav'e given an anaiysis of price, 
Le Trosne shews tliat among the causes which detennine Value, 
there is a certain lunounl which is indispensable lor ail products, 
namely, the necessary cost of producing them. This l.m calls* 
the fundamental price” of }>roducts. Ah the system of the 
Physiocratefi only ernbraccal the in.aterial products of' tlie earth, 
their analysis wa.s of course extremely clefective as a geueral 
Theory of Value. 

Smith began by follow ing very much in the footsteps of the 
PhysiocratCH, by leading his readers to think that ho considered 
wealth to be the/‘ annual produce of law! and iaboui^^v^uj^ 
the Physiocrates called the /‘ifimdamental pricjO of 

t ^ * Ofwf, wiii I 9*; 

^ Tj^ 5WfWi i., if 7. 
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Smith calls their ‘‘natural price.” He says' that there is in 
every neighbourhood, or society, a natural rate of rent, a natu- 
ral rate of wages, and a natural rate of profit, and — “ When the 
price of any eoiurnodity is neither more nor less than what is 
sufficient to pay the rent of the land, the wages of labour, and 
^the profits of the stock employed in raising, preparing, and 
bringing it to market, according to their natural rates, the com- 
modity is then sold for what may bo called its natural price.” 

In this and several other passages, Smith makes rent a neces- 
sary part of tlie price of agriculttiral products. The obvious 
infereiH‘.c of tins doctrine is, that if the lamllonls were to agree 
to forego tlveir rents, corn would l)o so mucli the. cheaper. But 
in Muotbor passage Sniitli says that price is the of rent. 

The importance of the sulyect and the self-coiitrailictioiKs of 
Smith, gave rise to great discussions, of which we have given 
an account, hi tlic chapter on Uenl, and tlierefore they need not 
be further noticed hero. 

liicardo th(?n followed : he divides commodities into *two 
classes — 

Mrst* Those in winch the sn])ply is absolutely limited, and 
cannot bo increased by human labour, and' theroforc their value 
cannot bo iouTred by an increased KU]»])ly® — “ Some rare statues, 
and pictures, scarce books .and iroins, wines of a [»e<ai]iar «:piality, 
which can only be made from gr.ajio.s grown on a particular soil, 
of which tliere is a A^erv limited quantity, are all of tins descrip- 
tion. Their value is wholly iiulepcndeut of the quantity of 
labour, originally nei^essary to ]>rodiico them, and varies with the 
varying wealth and inclinations of tlioso who are desirous to 
possess them.” 

Ricardo says that the' value of sucli commodities is exclusively 
governed by tlie Law of Demand and Supply; ami among this 
class of commoflities he and Mr. Mill ]d:ice Labour. 

Second. Those commodities which can be increased at )vill by 
human labour without assignable, limit; and tliC jiurport of his 
work is to investigate the v.aJues of this class of commodities 
solely; though this expre.ss limitation of his inquiry is quite 
overlooked by some of bis ardent disiaples. 

Ricardo that commodities which can be increased without 
limitby human indu are divided into two classes:— 

\ Lych. 7. * rnndpies^ h, §1. 
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1. Those commoflities wliieh can be increased to any extent re- 
quired by human labour, at an equal cost of production It is 
cost of production which must ultimately regulate the price of' 
commodities, and not as 1ms often been saitl, the proportion ’be- 
tween the supply and demand : the proportion between supply 
and demand may indeed, i'or a lime, affect the market vjtlue ot 
a commodity, until it is su|)pUed in greater or less abundance, 
according as tlie demand may liave increased or dintinishod ; 
but; this effect will be only of temporary duration.” 

''The opinion that the price of comirn >di ties depends >solcly on 
the ]iroportiori of suj»ply to ibanand, or demand to su]>ply, has 
become almost an axiom in ])olitical economy, and has been the 
source of much error in tliat science.” 

He thou quotes the law given above, and says — “ This is true 
of monopolized commodities, and imleed of the market price of 
all other commodities for a limited pwriod,” 

Commodities which arc monop«)lized either 1)y an individual, 
or by a eom]>any, var}^ acem-ding to the I^aw wliicli Lord 

Lauderdale lias laid down but the prices of coni- 

niodities which are subject to competition, and whose quamity 
may l)e increased in any moderate degree will ultimately depend, 
not on the stote of clanand and supply^ hut on the increased or 
diminished cost of t/tdr product ion, 

2, TIjosc commodities wliich can be iiKU’cased in quantity at 
will, but not ]»y equal cost of production, like corn and minerals. 
An increased (jujuitity of e.orii can always be prcKuired, but tlie 
increas(‘d rpiantity is always obtained at tui increased cost. In 
this class of cornnUMlities, Kicardo says tliat the cost of obtain- 
ing theLast <|ii:mtity produced regulates the price of the wliole 
quantity purchased, or consumed. This doctrine is fully ex- 
amined in the cjiapter on Rent. 

Mr. Mill has generally adojued and amplified this system, imd 
added to it some new distinctions of liis own* 

3B. Before, however, we notice the additional distjhctiotts 
which Mr. Mill lias made, vvm ))iust examine an objoctioii which 
he has taken to the common expression that Value depends 
the Ratio of Demand and Supply ; and in order that there ipay 
be no inistake, wtr will give his own words. 

■ ■ ■ ■■■ : V' 
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Ho says Those being the three clas.ses, in one or other of 
which all things that are bought and sold must take their place, 
we shall consider them in their order. And first, of things 
absolutely limited in quantity, such as micieut sculptures or 
pictures. 

‘‘ Of.such things it is commonly said, that their value depends 
on their 8(?arcity: but the expression is not .siifliciently definite 
to serve our purpose. Others say, with somewhat greater pre- 
cision, that the value (lopeiids on tlie demaiul and the sujtply. 
But even this statement requires much explanation, to make it 
a clear exponent of the relation l)t*twee]i tlie value of a thing, 
and the causes of which that value is an ofieet. 

supply of n commodity is an intelligible expression : it 
means the quantity offered for sale; the quantity that is to bo 
bad, at a given time ami ]>la(*e,l»y those who wish to purchase it* 
But what is meant by the demand y Not tlie mere desire for 
the commodity. A beggar may dt^siro a diaiiiond ; but Ids de- 
• sire, however great, will have no inlluciice on the price. Writers 
have thcrefijre given n more llmifed staiso to demand, and have 
defined it, the wish to jxissess, eoinldned with, tlu' ])ower of pur- 
chasing. To distinguish demand in the teclinieal sense, from 
the demand which is synonymous with desire, they call the for- 
mer demand. After this explanation, it is usually sup- 

posed that there remains no further difficult y, fuid that the value 
depends upon the ratio between the elfecuial demand, as thus 
defined, and the supply. 

‘‘Those phrases, however, fail to satisty any one who requires 
clear ideas, and a |>erfectly precise ex|>ressioii of them. {Some 
confusion must always att.ach to a i>lir.‘iso so in:ippro|)riate as 
that of a ratio between two tilings not of the same denomina- 
tion. What ratio can lliere be botvveim a quantity and a de- 
sire, or even a desire combined Avilli a poA\ er ? A ratio between 
demand and supply is only intelligilile if by demand Ave mean 
the quantity demanded, and if the ratio intended is lhatl)elAveeii 
the quantity <lemnnded and the quantity supplied. But again, 
the quantity dumamled is not a fixed quantity, even at the same 
time and place; it varies according to the value; if the tiling is 
cheiip, there is usually a deihand for more, of it than Avhen it is 
dear. The dotnand, therefore, partly depends on the value. 

» Bof/k iii., iih. 2, § 3. 



352 PRINCTPLES OP ECONOMICS. fOHAf. t 

Bnt it was before laid do^vn that the A'aliie depeTi^ls on the de- 
niawd. From tliis contradiction how arc we to extricate our- 
selves? How solve the i»nradox, of two things^ each depending 
upon the other? ^ ^ 

** Meaning by the word demand, the quantity demanded, and 
remembering that tliis is not a tixed (juantity, but in ^general 
varies according to the value, let us snj>]>oso that tl)e demand at 
some particular time exceeds the siij>j>ly, that is there afo persons 
ready to buy, at the market value, a greaUn* (inantity thnn is 
offered for sale. (.\>*npetition takes place ou the side of the 
buyers, and the value rises : bul how much ? In the ratio 

of the dehciency : if tluMhauand exceeds the sup- 
ply by one-third, tlio value rises one-third. By no means: for 
when the value lias risen one-third, the deTuaml may still exceed 
the su]>[>]y; tliere may even at that liiglHM' value, be a greater 
quantity wairteil lliau is to bo luul; and the coin}'etition of 
buyers inay still coiuinu<‘. If the arfich^ is a luces.sary of life, 
which, rather than resign, people are willing to pay for at any„ 
price, a deficiency of one-third may raise the price to donl>le, 

■ triple, or <piadruple. Or, on the contrary, tlie (‘(unpetiiion may 
cease before the value has risen in even the |>r«>portiou of the de- 
ficiency. A rise, short of one-tliird, may |>hu;:o the arlidebeyoml 
the means, or beyond tlie inclinations, of purchaser?? to tlie full 
amount. At what point. 1 hen, will the rise be arrested ? At the 
point, whatever it be, which equalizes the dciuand and the. sup- 
ply : at the price Avhii li (Mits olTilio extra third fivun the dein arid, 
or brings forward adtliiional sellers sufficient to su|>ply it. When, 
in cither of these wavs, or by a combination of l)oth, the de- 
mand becomes eijual and no more than e<|ua] to the supply, the 
rise of value will stoj).” 

Sir. Mill then examines the converse case in wliicli the supi>ly 
exceeds the <lem;uul, and shews liow they are equalized, 

77ms rce see that the ifJea of a iia iio as hehcem demand 
and sapphj^ is oal of plaee^ and has no concern in the matter : 
fJw proper mathmviliral analofjy is that o/‘ a?/ kquatiojS (!), 
Demand and supply, tlie (piantity demanded and tluV quantity sup- 
plied will lie made e<|uai. lf‘ luierjual at any moment, oompedition 
equalizes tlfem, and the manner in whidi this 
an {uljustment of the value. If the demand increases, the vah 
riscHv if the demand diniiuis^liCH, the value : again, if the 
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supply falls oiF, the value rises; and fells if the supply is 
increased. The rise or fall continues until the demand and 
supply are again equal to one another: and the value winch 
a commodity will bring in any market, is no other than the 
value* which, in tliat market, gives a demand just sufficient 
/ to carry off the existing or expected supply.” 

This extract from Mr. Mill gives fairly enough an account 
bow dernand and supply are adjusted. The substitution of the 
word Equation for Itatlo has often boon alleged as a great 
discovery. Mr. Mill has himself brouglit it forward in other 
publications; and yet it is very surprising tliat so acute^a 
thinker should not have perceived, wliat any intelligent school- 
boy could tell him, that an Eipialion is a Ratio ! A Ratio is tlie 
relation wliich one quantity bears to another in respect to raag- 
nitude. If the two (juantities are equal, it is a Ratio of 
Equality, or an Equation. Hence the of Demand and 

Sn]>ply, the Ratio of Demand and Sujiply, and the .Equatimi of 
Demand and Supply are absolutely identical ex[)rossions; and 
this alleged discovery of Mr. Mill’s is a pure mare’s nest. 

39. Mr. Mill fully adopts Ricardo’s classification of commo- 
dities, and llte laws which he proposi?s for thou; but he says^ 
that it is necessary to take tiotice of certain cases to which 
from their peculiar nature, tliis law of exchange value is inapplic- 
able. He cites as an example the case of two diirerent commo- 
dities having a joint cost of production : being ])oth products of 
the same operation ; ami tlie same outlay would have to be 
incurred for eitlicr of the-lwo, if the otiicr were not wanted at 
all As, for instance, coke and coal-gas are both produced from 
the same material, and by the same operation : so also, jnutton 
and wool; beef, bides, and tallow; calves and dairy produce; 
chickens and eggs; cost of production, he says, ‘lean have 
nothing to do with deciding the value of the associated com- 
modities relatively to each other, it only decides their joint 
value. The g:is and the coke togctlier liave to repay the expenses 
of their production, with their ordinary profit.” Rut how much 
of the remuneration of the producer shall be derived from the 
coke, and how much from the gas remains to be decided. Cost 
of production does not determine their prices, but the sura of 

y Book \n,^chA^^ s. 1 . 
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their prices, A principle is wanting to apportion the expenses 
of production between the two. 

Since cost of production bore fiiils ns, wc must revert to a 
law of value (inter tor to cost of prothfction, and more funda-^ 
mental^ the lav* of demand and supply f 

So Iiore wc have it Mckiiowledged that the Law of Pemaud 
and Sup[)ly is more fundamenlal than that of cost of production, 
which at once annildlales the false distinction made l>y Ricardo 
and Mr. Mill betw<?en llie two classes of oases. 

^Mr. Mill says a little afterwards — tlu^orem is not in 
itself of any great Im|)ortance: but the iilustration it affords of 
the law of Deinatel, intd of the mode in 'whichy irhe7i cost of 
production fails to he trppdicahlej the (dhtr principle steps in to 
suppdy the vacuney {/) is wortby of {>art.icail:ir attention, as we 
shall find in tlie nevt chapter but one that something very siini- 
lar takes [‘lace in cases of much greater moment.” 

I^OAV, this mode of arguing in Ecorjomics is Just as rational 
and as admissible as it would bo to say in Astronomy “ in tliis 
class of cases tlie Ptolemaic Theory fails us, and wc must adopt 
the other, or Coi>ernloa?i Theory, to sui)ply tlie vacancy:” or in 
Ojjtics to say in lids class of cases the Cor]>u.scular Theory 
fails us, and we must^ udo]»t the ^Vave Tlieory to supply 
the vacancy.” The obvious analogy of Natural PliiloKophy 
shews that if a Theory lulls in any one case whatever, it 
fails ijj all 

After alluding to the cause of agricnituraj }»roduce, Mr. Mill 
says — “TJiere -would bo little difliculty in finding other anoma- 
lous cases of value ^ wliicli it iniglit T><! a useful exercise to re- 
solve.” Now an anomalous case ” is a case w^ithout a law ; 
and we utterly deny that there an* any such cases at all. There 
are no anomalous cases in )»hysi<ud science ; though it may bo 
that the hiquirer eanrioi see the Law. When the early Algebra- 
ists, using general symbols, came upon Negative Roots of 
Equations, not at fii-st luiderstanding what th(3y meant, they called 
them Fictitious Hoots ( fePn radices) ; so when in the pi'ocess of 
operations the Roots of Negative Quantities appeared, not being 
able to imagine what sucli quantities could possibly mean, they 
called them Imaybiary or Quantitios. But every 

advanced Bchoolboy nov/ nndersUmds perfectly well what Neg^ 
tive and Imaginary Quantities arc. Now to say that there arc 
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anoraalous ” cases of Value, is to say that there are phenomena 
without a Law ; a doctrine which is Entirely inadmissible. 

40. Mr. Mill aftei’ wards comes to the case which he alluded to 
iti the extract given above, and it is impossible to imagine a 
more glaring instance of tlic breach of the L<m of Contlmdty^ 
and of the jyriTiciplo of tlie Cordlnuity of Science, lie says' — 
The values of cormn«)ditios juodiiced at the same place, or in 
places sullicienlly adjacent for capital to mo’se freely between 
tbem, — let us say for simplicity, of commodities produced^in 
the same country — de]>end (t;em|)or;iry lluctuations apart) upon 
their cost of production. But the value of a commodity 
brought from a distant j>lace, esj>ecia11y from a foreign country, 
does not depend on its cost of production in the pla(x> from 
whence it comes. On uliat then does it depend? The value of 
a thing in any place, depends on the cost of its acquisition in 
that place; wlfu-h in the case of an imported article, means the 
cost of prorluclion of the thing which is exported to j)ay for it. 

SiiHX^ all trad<? is in reality barter, money being a mere 
instrunu‘iit for exchangijig tilings against one another, we will, 
for simplicity, begin by supposing the internalional trade to be 
in form, what it always is in reality, an actual trucking of one 
conmiodily against 'hiiothcr. As lar as have hitherto pro- 
ceeded, wo have found all the laws of inteJXfliange to be essen- 
tially the same, wbethor money is used or not ; money never 
goveniing, but alw^ays obeying these general laws. 

If, then, England imports Avine from S]>ain, giving for every 
pipe of wdne a bale of cloth, the exchange value of a pipe of 
wine ill England will not depend ui)on what the production of 
the wine may have cost in Spain, but u])Ou what the productioti 
of the cloth^lias cost in England. Though the Avine may have 
cost in Spain the e(|uivalent of only ten days labour, yet, if the 
cloth costs in England twenty days labour, the Avine when 
brought to England, will exchange for the produce of twenty 
days English labour, plus the cost of carriage; including the 
usual profit ou the importer’s capital during the time it is locked 
up, and withheld from other employment. 

The value, then, in any country, of a foreign commodity 
depends on the quantity of home produce which must be given 

^ Bk. ui., dh 19, of Intemniional r<i?Hes. 
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to the foreign conntry i3i exchange for it. In other words the 
values of foreign comraoSities depend on the terms of inter- 
national exchange. What, tlich, do these depend upon ? What 
is it, which, in the case supposed, causes a pipe of wine from 
Sp.ain to be exchanged with England for exactly that quantity 
of cloth? have seen that it is not their cost of jyrodiiction. 
If the cloth and the wine were both made in Spain, they would 
exchange at their cost of production in Spain ; if they Avere 
botli made in England, they would exchange at their cost of 
production in England : but all. the clotli being made in England, 
and all the A\'ine in Spain, they are in circurn stances to which we 
have already determined that the laAV of cost of production is 
not applicable. We must accordingly^ as %ve have done before 
in a simihzr anharrassment, fall hack upon an antecedent lavz^ 
that of supply and demand: and in this we shall again find 
the soliiiion of our diffimltyf 
The consideration of this example will at once sheAv the 
fallacy of the wltolo of Mi\ MlU’s system. For he vsays that tlie 
values of connnodities produced at jdaces near ea<di other are 
governed by cost of ]>roduclion, bub the valneys of those pro- 
du(?ed at distant phice.s, and in foreign countries, are governed 
by the Law of Demand and Supply. Now, let us suppose that 
the commodities are produced in places Avhich arc at a gradually 
and eontiimously incre.'ising distance from each, other. When 
do the place.s cease to be near each other, and when do they be- 
come distant from each other ? At what |>oiwt docs the Law of 
Cofit of Production change into the Law of Demand and 
»Sup)ily? This mode of argument is an exact parallel to, and as 
flagrant a bread] of the Law of Continuity, as the Aristotelian 
doctrine of the Laws of Motion quoted in page 42. Still more 
extraordinary is it, if possible, to suppose tha^ the Laws of 
Value can diange according as countries are foreign to each 
other, or not. England and Scotland were once foreign 
countries to each other; and, then, accordin^j to Mr* Mill, 
the values of commodities produced in them respectively and 
exchanged, wore governed by the I^aw of Demand and Supply; 
but when England arul Scotland were united into one country, 
the value.s of the same commodities were then immediatdy 
governed by the Law of Cost of Production ! So that the very 
day and instant the Act of Union came into effect, tlm Laws of 
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Value between the two countries underwent a fundamental 
change I Certainly this was an effect of the Union which no 
one ever suspected before. Formerly, Savoy 'svas part of 
Sardinia, and a foreign country to France: the values of com- 
modities exchanged between them were governed by the Law 
of Deniand and Supply: Savoy was then united to France, and 
at that very instant, tlie Law of Value between them changed 
into Cost.of Production ! England and France are now foreign 
countries to each other. The values of commodities produced 
in them now are governed by the Law of DeniMiid and Supply j 
but if France and England were once more united, then tliese 
values would bo at once governed by the Law of Cost of 
Production ! Until very recently Italy was jjanx'lled out into a 
number of separate ami independent Slates. They were foreign 
countries to each other: and therefore the Values of commodities 
exchanged between them were governed by the Law of Demajid 
and Sin)ply. But Italy is ha]>pily now united, and bec^ome one 
country. Values in it are now, therefore governed by Cost 
of Production ! That is to say, the unification of Italy has 
caused a fundamental change in the Law of Value! It would 
be just as rational to say that the luiification of Italy has caused 
a fundamental change in the Law of Gravity. The slightest 
consideration will show that such ftintastic notions cannot be 
accepted as soimJ philosopliy; but that the fundamental Laws 
of Value must be the same, whether the places of production be 
near to, or distant from, each other; whether situated in the 
same, or in foreign, countries. 

41. The fundamental objection to the whoh? of the Ricardo- 
Mill system of Political Economy muvst now be apparent to any 
one conversant with the most ordinary principles of Natural 
Philosophy, Any one acquainted with tlie methods of investi- 
gation pursued in Physiciil Science since tlie days of Galileo, 
must know that there can bo but one General Tlieoi*y at the 
basis of every science. For if the science is broken up into 
many classes of phenomena, each governed by a different Tliooiy, 
how is it possible to generedize in such a science ? In different 
physical sciences there have been severe and protracted coiitro- 
yersies as to which was the true Theory, but no one ever sup- 
posed that tliere could be more than one. Who ever heard of 
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any one writing a treatise on Astronomy and maintaining that 
one class of Astronomical Plienoinena were to be explained on 
the Ptolemaic Tlieory, another class on tlie Copemicaii 'Ilieory, 
and another class on Tyclio Brahe’s Tlieory ? Who ever Iieard 
of any one writing a treatise on Optics, and mamtaiuing that 
one class of Optical phenomena are to be explained by tlko Cor- 
puscular Theory, anotlicr class of jilienomcna by the Wave 
Theory, and other ciasscs by other theories? Would not such a 
method of treating Afslronomy and Optics be universally scouted 
by every Physical Philosopher? And yet this is exactly the 
method followed by Ricardo and Mr. INfill in Economics! Mr. 
Mill sims * — ^^This, then, is the Law of Value, with rosjiect to all 
commodities not suscejHible of being multiplied at [doasure. 
Such commodities no doubt are eXi^^Aptiom (!) There is another 
Law (!) for tliat much larger class of tilings wliieh admit of in- 
definite mnltipiication, Ibit it is not the less necessary to con- 
ceive distinctly arnl grasj) finnlyVAe theoru of t/iis excaptional 
case (! !) In the first place it will be found to be of great as- 
sistance in rendering the common ease more iriteiligible. And 
in tlie next place, the principle of tlie e.xceiuion stretches wider, 
and embraces more oaso.s than miglil* at first be supposed.” 

Kowtliis Law whicli Mr. Mill treats as accounting for this 
exceptional case, by his own admission, governs the Value of 
Labour — the rate of di.scount,^ or the Value of Money and 
Credit — -the whole Foreign tra<le of the country *~and the value 
of all other cortimodiUes at any particular time.® lie afterwards 
considers some peculiar cases ” of value and says “ there w^ould 
belittle dlllicnlty in finding otlier 'anomalous cases’ cases of 
value.” Now if, according to Mr, Mill, the whole phenomena 
of Economics arc made up of '' exceptional cfisb.s,” “ ]>eculiar 
cases,” and “ anomalous cases,” what remains for the general 
body of the science ? Absolutely nothing ! 

So Mr. Carey after iMaintaining as a fundamental dogma that 
Labour is the sole cause of value says — Pearls may be found 
by those who do liot see,k tliem, and met.c.*oric iron may be a gift 
to those w})o little anticipate its reception,, while others may 
seek lor ptifirls, or dig for iron, without jwofi table re>sult8. These 
are accidents which do not, in the slightest degree, militate 
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against the assertion that all value is the result of labour. Nine 
hundred and ninety-nine out of every one thousand parts of 
those annually creiitod are so, and the exceptions are too slight 
to be deserving of consideration. Tlioy are just sufficiently 
numerous to prove the rule ! ! ” 

Now, leaving out of consideration that not the hundredth 
part of things of value have any labour associated with them 
at all, such methods of treating a science are simply a biirlescjue 
oil science. Tliey show either that the writers are uttei'ly igno- 
rant of iJie commonest ])nncipl('fi of Natural Pliilosopliy, or 
that they are not in earnest in writing on Economies, 

Any scientific person, therefore, who luul no s|»oeial knowledge 
of E(a>noinical subjects, but who was simply inf(>rmed of the 
method of reasoning adopted, would instantly condemn it. 

Kicardt) and liis followers break up Kcononuc plienornena into 
several distinct classes of cases, and they. assert that there is a 
distinct fundamental law of value for each. Their object is to 
discover wlierc the values of things will rcM, It may be said 
tliat the whole spirit of the Riearilinn school of Economists is 
to treat it as a Statical science. But tliis is a most manifest 
fundamental error, and it was clearly seen by an eminent philo- 
soplier who never devoted himself sf>ecially to the sul/|ect. 
Sir John llei'scliel says* *^Ouc great source of error and 
mistake in Political Economy com^lsts in perststmg to re- 
gard Us problems as Statical rather than Dvnamtoal in their 
character,''’^ 

Sir John ircrschol has exactly described the fundamental 
defect of the wliolc IticardoAIill system of Political Economy. 
It is quite clear that Economics is a Dynamical, and not a 
Static AT., Science. The relat ions of Exchangeable Quantities 
are in a slate of perpetual variation, and the great problem of 
the science is to discover the single General Law of these varia- 
tions. 

That this is the true problem in the science was clearly seen 
by Francis Horner, who says in some letters to Sir James Mac- 
kintosh* — ‘^Tlie theory of prices and their variations is the 
darkest pai’t of our system. . . . A statist does nothing 
for philosophical economy unless he ascertains and describes 

^ Discour m : Rcmeic of Quetdet on PrdhtihiHtmy p. 435. 

* Menmrs of Francis ITonier* Chtimbers's Edit., pjp, X54-6. 
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changes^ and such relations among liis details as are matter of 
fact*” 

Now this is exnctly the fundamental difference between 
Ricardo and Coiidill.ac, who were both agreed as to its 
general nature. Ricardo treats it statically, but Condillac treats 
it dynamically: ho discusses the vainations of values, and shews 
that they are reducible to a single general Law. 

Condillac, therefore, is the true founder of the dynamical 
system of Economics, and no one versed in Natural Phflosophy, 
can have a moment’s doubt that it is the true one; and it is 
the one to wliich the majority of modern Economists are rajndly 
gravitating, l^he fundameutal «lefect of Condillac is that like 
the rhysiocralos, he confines his inquiries to the material 
products of tlic eartli, Aviiereas in this work W'e bring all 
E xchangoalde Quantities of whatever nature under the same 
General TjUW. 

The same distinguished philosoi>her whom \vc have already 
cited as condemning the Ricardian syslum of Economics, says ' — 
^‘In tlie foregoing pages we have endeavoured to explain the 
spirit of the methods to which, since tlio revival of philosophy, 
natural science has been indebted for the great atid splendid ad- 
vances it has made, Wliat we have all along most earnestly 
desired to impress on the student is, that natural philosophy is 
essentially united in all its departments, through all lehirh onk 

SPIRIT KKIGN.S, AND ONE METDOD OF INQUIRE APPIJES.” And 

we have seen above* tliat Mr. Mill himself says — that the back- 
Avard state of the Moral Sciences can only be remedied by apply- 
ing to them the molhods of Physical Science duly extended and 
generalized,” Noav tliis is exactly the sUmdard by which we 
judge the Uicardo-lVIill system of Economics. The question in- 
volved ill the acceptance or rejection of its system is no slight 
one-- Ricardo and Modern Science cannot stand together. If we 
are to receive Ricar<lo and liis school, Bacon has written iii 
vain, and the Continuity of the Sciences which he was the first 
to inculcate, and so many eminent men have adopted and 
sauctioned since, is utterly broken. If the Ricardo-Mtll system 
of Economics be true, all Physical and Mathematical Science is 
sbaken to its foundfitions : for here is a new order of Variable 
QuMtitities treated in a manner utterly repugnant to the General 
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Theory of Variable Quantities, If then we are to believe in 
Ricardo and Mill, we must sweep away the whole of modern 
science since the days of Galileo, and go back to tlie physics of 
Aristotle: for the method of Ricardo and Mill is the worst 
method of the Aristotelian Mechanics protruding itself into the 
latter half of the nineteenth century. But our duty in the 
future parts of this work will be to sweep aiwiy and annihilate 
all these false distinctions, and to shew, in strict accordance with 
the Principle of the Continuity of the Sciences, the Law of Con- 
tinuity, and the whole of modern Inductive Science, that there 
is but one general Law of Value for all Economic Quantities 
in all ages and in all countries: and thus by reverently following 
the precepts of the rniglity propliet of Inductive I’hilosophy, 
and the example of the immortal creators of the various Induc- 
tive Sciences, by generalizing its Fundamental Conceptions 
and axioms, it will be seen that Economics, a Moral Science, is 
fitted to take rank, by the side of Mechanics and Optics, as 
a great ^‘POSITIVE” INDUCTIVE SCIENCE. 



CHAPTER VI. 


THE THEORY OF THE COINAGE. 

Mkaxing oif Buojox — Coix — j^rrxT Price and JVIaiuckt 
pKtcE — W mat is a Poi;nj>? — On a Double Stani>ahd 
— On a Skignokage — Of a DjcrniAL Ootnagb. 

1. Having iu the preccnling cha])lers oomy)loUHl the Inductive, 
or Theoretical^ portion of Economics, that is the ascertainiueiit 
of its General Conceptions and its General Law, or General 
Equation, we now enter upon the Deductive, or i^ractieal por- 
tion, or the apy)licntion of the oouceptioiKs and princijdes wc 
have investigated Inductively, to tlie eX))lanatlon of Economic 
phenomena. Economics is the Theoj’y of Yaluo in general ; Imt 
nnivcrisal custom has found the convenience of expressing all 
values in terms of one medium, viy. : — ^^Money or Credit. It 
seems therefoi'o the natural order of tlie Rii]>je(?t to commence 
the Deductive branch of the subject by investigating the Theory 
of Money and Credit. In this chapter, therefore, we shall mY(?s- 
tigate the Theory of the Coinage, and in the following one we 
shall investigate the TJieory of Credit, whicli in tliis and many 
other countries has largely replaced money as a medium of 
exchange. 

2, Most nations, even the rudest, Jiave felt the adv'^ntago of 
employing some substance to perform the functions of a 
currency. We have noticed, in a former chapter, most of the 
substances Mdiich have l)een used ibr this purpose by different 
nations. A metal, however, of some sort has been found to 
possess the greatest advantages, and of these, gold, silver, and 
copper, have been chielly preferred. 

Gold and silver, however, in a perfectly pure state, are too soft 
to be used for this [mrpose, and it is necessary to mix. some Othor 
metal with them to harden Uieni, which is called alloy; ^ 
cheinlcal law, whenever two metals are mixed together^ th© 
compound is harder than either of them in a pur© state* 
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When gold and silver are in the mass, they are called Bullion, 
which, of course, may be of different degrees of fineness. But 
as the laws of all countries in which bullion is coined into money 
define the quantity of alloy to be mixed Avith the pure metal, Ave 
shall use the word Bullion to mean gold, or silver, in tlie mass, 
mixed Avith such a proportion of alloy as is ordered by laAv, so 
as to bo fit to be come<l. 

3. In England, standard gold bullion is made in the jirojior- 
tion of 11 parts of pure inotal to 1 part of alloy. Silver bullion 
contains 11 ozs., 2 dwts., or 222 dwts. of pure silver to 18 dvvts. 
of alloy. This standard has been used in this country from the 
reign of William tlie Conqueror to the present time, with the 
exception of a very short period of confusion from the 34th 
Henry VIII. to Elizabeth. It is calleil the ‘‘ Old right standard 
of England” or Sterling; and as the Sovcreigiis of England, 
though they sometiuies’*r(*duced the Aveight of the coin, never 
with, the sbght exception just jncniioned, tampered with the 
quality of the im^tal, .sterling came to signify honest and true, 
or to be depended upon. 

* The purity of gold is measured by 21th parts, called CaraU, 
Since the Cth Edward VI. the bullion used in England for 
making money is 22 carats fine, or one twelfth alloy. This is 
called 6Vo?/?n GokL 

In France and those countries AAdrich have adopted a decimal 
coinage, bullion is made of 9 parts fine metal and 1 part alloy; 
but it is found in practice that the English proportion giA^es 
greaUw durability to Uie metal, and therefore is better for 
Goinago.^ 

4. Some nations have used Bullion as a circulating medium; 
but the merchants of thoso nations Avcrc obliged to carry about 
with them scales and Avoights to AA'cigh out the bullion on 
each occasion. This Avas usual among the Jcavs. In some 
conDtries it is necessary both to Aveigh and assay the bullion 
at each operation, Avhich, of coarse, is a great impediment to 
coftimerce. 

ptKer nations adopt a nfore convenient practice. They divide 
the bullion iiito pieces of a certain definite Aveight, and affix 
some pnblic stamp upon it to certify to the public that Ihese 
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pieces are of a certain fixed weight and fineness, and. they give 
them certain names, by which they are commonly known. 

These pieces of bullion, with a public stamp upon tliem to 
certify their weight and -fineness, ami called by a publicly-rocog- 
nized name, and intended to be used for the purposes of com- 
merce without further examination, are called Coins. • 

5. When nations discontinued the jn-actice of direct barter, 
and adopted the precious metals as a measure of value, the 
expedient of cutting the metal into pieces of definite weight and 
fineness seems so obvious, tliat we should naturally expect that 
coining was invented by those nations which first adopted the 
precious metals as money. 

Strange as it may appear, liowever, it is certain that this was 
not the case. Silver and gold were used as measures of value 
for ages before coining was thouglit of; and there is every 
reason to believe that coining was invented by a people who, up 
to the time of inventing it, did not use silver and gold as money; 
and coining was practised by Ibcm for centurievS before it was 
introduced among nations who had used the precious metals as 
money for ages. • 

It has, indeed been disputed wliether money, or coin, was in 
use in Homer’s day, some contending that coins were meant in 
some pas.sages which are so well known that we need not quote 
them. But all critic.s of authority are now, we believe, agreed 
that there is no allusion to money either in Ilomer or Hesiod. 
We ourselves, having gone over the Iliad for the express purpose, 
are satisfied that there is not tlic faintest allusion to anything 
like money in it. 

Not only do xve find no allusion to money in IfoWr, but 
tlie words significative of wealth give no preference to the 
precious metals above other things ; on the contrary, they are 
comparatively seldom mentioned. The Homeric words ex- 
pressive of wealtli most frequently refer to cattle, or horses, or 
agriculture. Thus we have wfikvppriv^ TroXvVTTTrSc, 

^iXomavoc, 7rokv7rafjib>y, a^vccoc, TroXvKritiJLUfV^ 7ro\v\^hc* lu 

vii. 180, and xi. 46, are almost the only instances in which gold 
is especially alluded to as wealth, UvK^ivnii- 

the Greek and Troj^al leaders send spiea to discover the pl^s 
of the enemy, neither of them promises money as a rewards 
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Nestor, Iliad x., 215, promises to the successful spy a black ewe 
with its young, a matchless gift; and Hector x., 305, promises 
on bis side a chariot and a pair of horses. 

6. The Homeric poems were probably written, according to 

the bust authorities, about the beginning of the ninth cen- 
tury, B.C. At that period, therefore, we have seen that there 
was no money of any sort in Greece, nor even were gold and 
silver used as measures of value. But soon after this, thougli 
how long we cannot say, a currency of a cui-ious nature came 
into use throughout Greece. They used large iron and copper 
nails, called of such a size that six of tliern made a 

hamifiil, and when silver wfis substituted, the standard silver coin 
of the Greeks derived its name from the fixet that it was. of the 
value of a handful of these nails. They are mentioned by 
Plutarch in his life of Lysander, § 17. He says that Lysander 
sent a quantity of gold and silver money to Sparta, by Gylippiia, 
who stole a part of it, and this boiiig discovered, made the 
chief Spartans demand that all the gold and silver should be 
sent away as a foreign nuisance, and that they should use nothing 
but their own national coin, which >Yas, oT iron, and tempered 
with vinegar, so as to render it useless for any other purpose. 
And he says — ‘^Probably all the money in former times was of 
this kind, for they used iron skewers as money, and some used 
coi)per ones. Whence it comes that even now a quantit}’’ of 
snuill coin IkS called obolus, and a drachma is six oboli, because 
the hand can grasp that number.” Wo shall see below that 
Pheidon, wlio intro<iuced a silver coinage into Greece, collected 
a number of these skewers, and laid tl\em up in the Temple of 
Juno, at Argos, as a curiosity. 

7. Although Pollux says that the inyention of coining was by 
different writers attributed to four different persons, or peoples, 
the claimants for this honour are practical but two — Pheidon 
of Argos, and the Lydiiuis. Wlie majority of ancient authorities 
attribute it to Pheidon, king of Argos. Thus the historian, 
Ephorus, is quoted in two places by Sti-abo. In VIII., 6, he says, 

^‘''E^opoc iy Alylt'fj apyvpoy vpwrov Kovijrai viro 

*EfjLv6pEtoy y«p irapa Tt)v \v7rp6rfjra r^g rwv ayOpiTrwp 

^dXarrovpyovPTtjp ipwopiK&g*^* 
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Ephoriis says that slhwr was first coined in ^JEgina by 
Fheidon. For the Island became a commercial jyort^ as the 
inhabitants were obliged to betake themselves to mar Uime eoni- 
mercCy hi consequeytce of the sterility of the IcmcE* jAIso in 
VIIL, 3:— 

Ka} ^itTpa i^fvpe rh KaXovfuva, icm oraO/iiic, ^at 

rofitffyct K€)(<tpayyeror to re aWo Km to noyupovr.” 

‘‘ And he inrmted the matsureSy called the Fheidonian oneSy 
and weightSy an f I coined mo'ney of silverj and other kinds,'^'* 

The Ftymologicuni Alagriuniy imcler the title *0/3fX/o’«H% 
says— 

“ riaiTwr ci irfMoroc iVfthoy \\pyatOi' rofncrfin tKo^'Cr Iv Alyivi]^ Kal 
&>v<; TO vojLUffna kuI avaXainor rooc ijjieXiffKOvcjy uvt:t)rjK£ rj; Cr*' Apyei 

And Pheido'/i o f Argos iras thefrst who ever corned mo7‘t€yy 
which he did at JEglnay and he both pat money into circular 
tio 7 iy and icUhdrtic the skewers y and laid them np in the temple 
of J'ano at A rgosP 

And ill aocordance witli this, Yp21um says, Var, IlisL XIL^ 
10. De JEginetis : — 

“ Kfti Trpwroi >‘o^\rr/ta eKoyam), K*ai ctvrwr eKXbOt) ropitrya 
AlyiyttiovJ'^ 

“ And they were the first who corned moneys rrhichy iooy is 
from them called JEghitmn money?'’ 

So also the Parian IMarhle says, ClinUm'S Fast, lldlen. L 
247 ' 

’A^ oi) <I> . . CMtv o ^Apytloc teftgeve vetTKCvatTEy 

Kat vopitrpn hpyvpovr ir Atyiio/ f 7roh/<r«v.” 

All these authoritii^s, therelbre, are j»erlectly clear that Pheidon 
of Argos was the first who coined money, Avhich he did at 
^"gina ; and the reason why he set np liis mint; at yEgiiia, in 
very plainly given by Ephorus, a=s quoted aliove, because it was 
u great commercial port, and, therefore, it was most wanted 
there for the convenience of coinmerce. 

The period at which Pheidon lived has been a subject of 
much dispute. For while some carry it back so far as 865, 
B.C., others bring it down to 783-744, B.O. The questioil is 
fully discussed in the first Appendix to the first Volume bf 
Mr. Clinton\s Udlerdci; and in his opinion, the latter is 
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the true date* And hi this decision all scholars now acquiesce. 
We may, therefore, place the introduction of coined money by 
Pheidon in the first half of the 8th century, B.C. And there is 
a very probable reason why he should have invented it. At 
this period he was by far the most powerful sovereign in Greece. 
Argos jvas the metropolis not only of the Peloponnesian Dorians, 
but also of the Asiatic Dorian colonies. Th<i Dorians carried 
on a very large comniorce with the Phcenicians, and it was 
from them that Pheidon adopted his system of weiglils. From 
time immemorial there had been tu o standard weights used in 
Assyria, the Babylonian and the Kuboic talent. The Dorians 
traded with the Ph(enicians," and adopt'd the Babylonian talent. 
The Ionic Greeks adoj^ted the Euboio talent. As -^Egina was 
the great commercial depot, tliis talent was afterwards called 
the yEginajan talent. The Assyrians at this period had no 
coiriiige. And I’heidoii intvoiiiicing the system of Babylonian 
weights into Greece, seems to have invented a system of measures 
of his own, which were called after him, and also a silver 
coinage, to supersede the clumsy iron and copper nails, or 
skewers, then used as currency. The Sjiartans, however, who 
at this ]»criod were a subordinate, but independent tribe of 
Dorians, steadily refused the new invention of a silver coinage, 
probaldy from jealousy, and adhered to the old iron skewers. 
They retained tliis iron money to a comparatively recent period, 

8. The acv^.ount of the invention of coinage Just given, seems 
to be natural and probable. There is, however, a passage in 
Herodotus winch seems to contradict it. He says, I., 94 , speak- 
ing of the Lyilians, 

“ C€ ar0()ui7rwj', tmp yjfjittr 'iCfieVy ra a \pv(TOv Kni a^)y vpov 

KO\l/afUroi fe'yp»//TfaTo.^’ 

A nd they were the Jirst raen^ we know ofj who coined and 
vsed gold and silver money, 

This has fdways been supposed to mean thattlic Lydians were 
the first who invented coining, and that they used a double 
standard, as it is called, of gold coins ami silver cqins. If this 
be the case, the authority of Herodotus is against the claim of 
Pheidon, and though it is someAvhat singular that Julius Pollux 
does not mention this passage, he says that 'Xenophanes of 
Colophon assigns the invention to them. 
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It occurs to us, however, tliat there may be a means ol’ recon- 
ciling the apparent contradiction between Herodotus, and the 
W'riters already cited as attributing it to Pheidon. It seems to 
us that the passage will bear a different construction from tliat 
invariably put upon it. P or in Grreelt when kch is used to connect 
two qualities, it means that the thing spoken of prulakes^of both 
these qualities at once. Thus, as the month began in thoVmiddle 
of a day, the last day of a month was calliMi kuI via the new- 
and-old day, because it belonged partly to one month, and partly 
to another. So tliere are many other examples. Now if we 
apply this principle to the passage in question, it would mean 
not that the Lydians w'ere the lirst to coin gold money and silver 
money in separate coins, but that they were the first who struck 
a coinage of a mixtuke of gold and sib'er. 

Now we find that this rendering of the passage, which is the 
genuine Greek idiom, exactly tallies witli the lact. The Lydians 
had a coinage of or eloctrum, wldcli is a mixture of gold 

and silver, in different proportions, but usually three jiarts of gold 
to one part of silver. And this matta'ial was generally adopted 
throughout the western states of Asia Minor for their coins, * 
Several of these coins are in the British Museum. 

Such IkS the solution of this apparent contradiction, which we 
offer to our readers for them to consider its probability. We 
offer it with the greatest dillidcnco, because it seems to us that 
if it be the time solution, it is so simple and obvious that it could 
hardly have escaped the notice of the many able and acute critics 
and writers, both on Herodotus and Numismatics.* 

9. It may almost appear superfluous to remark tliat this stamp, 
or certificate, in no way effects the value of the metal, or tlie 

EncyeijO. lirit.y Art. Numivnafics, 

2 Siiice lliis viow, wliich is not given by any Oennjin or Eiiglisb edition of 
Herodotus that wo have Boon, wmh published in our T>irA ionary of IHilicjctl Enonmmj^ 
Art. CoinagCy wo have submitled it to two diatiiignishcd scholars who have given it 
their approval. Mr. Keginald Stuart Pooh; of the Numismatical Department of the 
British Museum, and author of the arlide JS-irmnnuHiai in the EmyclopiBdui 
Britamiica, gan* it his unh«.Hitatiiig approval, and said that if he had known of it 
sooner, he would have Intioduced it into his article on Kmmmaiica. Dr, lidchel, 
also, Vicar of Mullingar, ^onnetly Professor of Datin in Queen’s College, Belfast, 
one of the most diotioguislnd sdiolars and ovnaments of the Irish Oliurch, also 
eipressed to ns his approvai of it : we have therefore the greater cojilldeitce Uiat^U 
is right. 
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quantity 6F things it will exchange for. Its only object is to 
save the trouble of weighing and assaying the ^bullion in com- 
mercial transactions. Nor can the name of the coin in any way 
affect itn mine. Values, it is true, are estimated in the number 
of these i)ieces of bullion, or coins, but it is perfectly clear that it 
is necessarily implied in the bargain that these coins sliall con- 
tain a certain definite quantity of bullion. 

Nevertheless, althougli this seems so perfectly clear, it is a 
confusion on this point which is at the root of all the extrava- 
gances of the currency question, wliich liavo so long vexed the 
public ear. They almost all arise from confounding the namCy 
or fknominatlon^ of a coin, with its value, its name with iti^ 
purchasing power ; and from supposing, tbat if the Legislature 
chose to call a shilling aj^ound, that therefore a shilling would 
liave tlic value of a pound. Any or\e who will brand on his^ 
mind the simple principle, Unit altliough the stamp gives the 
coin eurroucy, it is tlie weiglit of bullion alone which gives it 
value, will be able to steer his course safely through all the 
shoals and quicksands of inonetary cpntrovervsies. 

We shall see, a little furtlicr on, that calling the reader’s 
attention to these self-evident irutl\s, is not so superfluous as it 
may appear at present. 

It is also perfectly evident, that if this process of stamping 
bullion, and so turning it into coin, is done free of all expense, 
at tlie will of any one who cliooses to present bullion, and 
demand to have it stam|)ed, and .also without any delay, the 
value of the metal as bullion must be exactly the same as the 
value of the metal as coin. 

If, hovvever, a charge is made for the workmanship, or if any 
tax ivS levied on cluinging the metal from one form into the other, 
or if a delay takes place in doing so, there will be a difference 
between the value of the metal as bidlion and as coin, and this 
difference will manifestly be the charge for the workmanship, 
tJm amount of the tax, and the quantity of interest accruing 
during the period of delay. 

Tliese, however, arc all fixed, or constant quantities, wfliich 
may be ascertained, and they form the limits of the variation of 
the metal in one form from its value in the other* 

tn the fpUom^^ remarks we shall assume that there is no 
Cliarge for the workmanship of coming, no tax upon it and no 

2 n 
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delay in doing it, no obstruction, in short, of aiiy sort to changing 
the metal from one form to another. 

If in any particular cases obstructions should occur, the 
necessary corrections must be made tliroughout the course of 
the following reasonings. 

Upon the assumptions, then, above stated,' avo hav.e this 
fundamental principle of the coinage : — 

Any qucmtlly of mdal in the form of IhflUon must he emctly 
of the same value as the same quanilty of nutal in the form of 
coin. 

On the mcaniny of the Mint T^nrcii and Maukjst Price. 
of Gold and Silver. 

10. As the very purpose of coining is to certify that the pieces 
of bullion are of a ceviain defiTiite Aveight and fineness, it is 
evident that any fixed (|unntity of bullion,, as a^pouud AA'eight, 
must always be divided into a fixed miuiber of coins. 

The number of coins into which, a ylven (/uantity of huUion 
is divided^ is called the MrNT Puk k of that quantity of bullion. 

It is perfectly clear, then, that tlie Mint Price of Bullion is a 
fixed quantity ; it can by no }>ossibiLity vary, until the same 
quantity of bullion is coined into a dillenuit number of coins. 

2h alter the Mint Trice of Bullion is merdy an Wq^rcssion which 
means an alleraiion in the standard loeir/ht of the Coinaye, 

To suppose that the Mint Price of Bullion could vary is mani- 
festly as great an error as to supj)ose that a huiKlred-Aveight of 
sugar can be a different weight from 112 separate pounds wxdght 
of sugar: or that any quantity of wine in a hogshead could be 
different in quantity from the same quantity of wine hi bottles ; 
or that a loaf of bread could alter its woiglit by being cut up 
into slices. 

Until recent times, when more attention has been paid to the 
state of the coinage, these coins might circulate for a consider- 
able time in country, and lose much of their Aveight, without 
losing tlieir value. People were so accustoTned to attach a cer- 
tain value to the sight of a particular coin that, unless th^ Avero 
money dealers, they did not stop to inquire top curiously whet^^^ 
it was of exactly of the proper weight or not. In fact, when a 
mnage has been soino time in use, few people hnow^^^^^w^ 
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the legal weights of the corns are. Many, for instance, do not 
associate the idea of a pound with any particular weight of 
bullion, and thus, in exchange for comTnodities and services, coins 
may pass at their nominal value for a considerable time after 
they have lost much of their weight. Thus Shakespeare says* 
“ ’Tween man and man, they weigh not every stamp, 

Though light, take pieces for the figure’s sake.” 

When coin has been some time in circulation, it must neces- 
sarily lose much of its weight from the wear and tear of circula- 
tion, even if it be not subjected to any bad practices, such as 
clipping, which used to pro(‘ccd to a great extent in this country 
formerly, as will be shown a little further on. So late as 1816, 
when the last great reformation of the coinage took jjlace in 
England, the greater part of the metallic circulating^ medium 
was nothing but a thin ^vafer of silver, from which ajl traces of 
an impression had long since vanished, and it was reduced to 
scarcely more than half its legal weight. 

Coins iniglit circulate in a country for some time aft:<^r they 
liad lost some of their weight, without; any peircptihle change 
in their value wdth res])ect to ordinary commerce, bnt wdu*n 
they were given in exclumge for bullion the case would be 
diflerent. As the value of bullion is measured iveight for 
W'ei'ght W'itb the coins, it is clear tliat if the coins liavo lost, their 
jjveight, a greater number of them must he given to purchase 
any amount of bullion than if they are of full w eight. Thus, if 
the Mint Price of silver bullion be 5s. 2d. per ounce, or if that 
be the quantity of coin into w hich an ounce of silver bullion is 
cut, then, if the coins have lo.st tlieir proper Aveight from any 
cause, it is clear that more ijian 5s. 2d. must be given to purchase 
an ounce of bullion. It may perliaps requir-e Os., or even more, 
to buy an ounce of bullion. 

Now, the quantity of coin at its full legal wunglit, Avhieh is 
equal to a given weight of bullion, is called its Mint Price, but 
tlie quantity of the current coin Avhich is* equal to it in weight 
is called Ithe MAiiKET IhiiCE; and as if Iho coins are diminished 
in weight, more of them must be given thau if they are of full 
weight, the Price will apparently be higher than the 

jPm and this is cjdled d rise^ of the Market Ptke ctbdrje 
the Mi^ Prm^ 

CymhclitWt Act r., Sc* iv, 


2 ft 2 • 
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This expression, however, has given rise to much error. The 
plain meaning of it clearly is, that six of the current corns are 
only equal to what 5s. 2ti. ouglit to be, which merely means, 
that the current coinage is deficient by l-6th of its legal w'eight. 
Thus, in reality, avc see that it is perfectly clear that the rise of 
the Market Price is «lue to the r>Ki*RKCiATioK of the coinage. 

Ifence we obtain this fuiulameiital law of the coinage— 

When the Market Price of Bullion rises above tlpe Mint 
Price^ the excess is the proof and the vieasure of the depreciation 
of the comage. 

In fact, this apparent rise of the Market Price is due to just 
the same cause as has made the Mint Price of Silver bullion 
apparently rivse from £] in th(i days of William th(j Conqueror, 
to £3 2s. in the presc^nt day. It is merely that tlie same qiuintity 
of bullion is cut into a gnsater number of pieces, and, eou- 
fieqnontly, each ])loce must bo proportionally diminished in 
weight, or <lepre<‘lated. 

The Market price of bullion could never fall below the Mint 
Price, unless there was move hullion in the coins than tliere ought 
to be, and, of course, in such a ease, the diflerence in the Market 
price bolow^ th<? Mint Price would be the proof and the measure 
of the excess of the coins above their legal weight. 

11. If the coinage of a country fiill into a degraded state, from 
long Avoar and tear, and a new coinage of full Aveiglit be issued, 
an<l allowed to circulate along with it, one of two effects must 
inevitably follow. Either those persons w ho liave commodities 
to sell w'ill make a difierence in the nominal price of articles, 
according as tlwy are j)aid in tlte full weighted or the degrade^! 
coin; that is, the degraded coin Avili be at a dLseoiint as coita' 
pared to the heavy coin ; or, if t.h<*re be a law to prevent this, 
and to make both pass at the same value, bullion dealers will 
immediately collect all the fulUveighted coins they can, and melt 
them down into bullion, or export theip ; >s() that the new coinage 
will quickly disappear from circulation. * 

If persons, in selling their goods, are paid in light coin, as 
they wish to secure a certain weight of bullion in exchange 
for th em , th ey woui d, of coiirsej roqui re a larger number of 
the Hght pieces than of the heavy ones, so that piices Wot 
aiiparegtly ri.se if paid in light money. In such a state of thliagSy 
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tlie prices of goods are, in a certain sense fictitious — a number 
of light pieces are presumed to have the same value as the same 
number of heavy ones. The weight of bullion given in ex- 
change for commodities, is expressed in a greater number of 
figures than it ought to be, and, if the law prevents any dif- 
ference being made between heavy and light pieces, the same 
number of heavy pieces will purchase no more. This is as great 
an anonjaly in commerce, as it would be to say in arithmetic that 
three were equal to four. But the conse(pieiice is very plain. If 
four pieces of coin will only purchase as many commodities as 
three ought to do, no one will turn bullio]! into coin at so great 
a disadvantage. On tlie contrary, as bullion would dimiuish so 
much in value, it w'ould be sent to oilier countries, where it 
would purchase a greater amount of cornmovlities. During the 
degraded state of the coinage during the last century, the Mar- 
ket Price of silver always considerably exceeded the Mint Price. 
Adam Smith says that the Market Price of silver ranged from 
5s. 4d. to 5s. 8d. an ounce before the re-coinage. And we find it 
stated in tlie second llei»ort of the Lords’ Committee of Secrecy 
in IVO?, p. ‘25 i : — But as the Mint Price of silver bullion has 
been, duriiig nearly tlie wliole of the present century, consider- 
ably less that the Market Price of this precious metal, the silver 
bullion imported could not be converted in coin, bht, having left 
a quantity sufficient for the use of our manufacturers, must have 
again been exjiorted, and did not contribute in the smallest 
degree to augment the coin of this kingdom.” Moreover, as 
every one would try to pay his debts in tlie cheapest medium, or 
at the least expense to himself, it is evident that he would always 
try fo pay them in the worst coins in circulation, and lie would 
cither lioard the good coins, or send them to foreign countries. 

• If, while the Bank of England were subject to their present 
law of being compellable to pay notes in exchange for bullion, at 
their present rate, the Market Price of bullion were to rise above 
the Mint Price, it would, in a sliort time, be fetal to the Bank; 
for while their notes, which represent coin, would only buy a 
diminished quantity of biiUioii, they wouhl be compellable to 
pay fell weight for them, a process which would evidently 
exhaust their biillion, for nobody would be content to have Bank 
notes in his possession which would only pass for 15s. in the open 

the Bank to give 20s. for it 
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Such a state of thiugs would, therefore, necessarily cause a run 
upon tlie Bank, which would not stop wdule any of its notes 
remained out, or until the value of the note was restored to par. 
It w^as such a state of things which compelled the Bank to stop 
payment in 1697, three years after it was founded. 'The B^k 
received afi tlie worn and clipped coins at their full nominal 
value, and gave their notes in exchange for them; when tlie new 
coinage came out, they Avere called upon to pay these notes in 
the noAv coinage, whielj, of course, produced a great demand 
upon {hem, wiiicli compelled them to stop. And the same state 
of things was grievously felt about 1771, and Ls the true expla- 
nation of the dinicultic.s mentioned by Adam Smith, wliich he 
attribnte.s to over-issues by the Bank. 

During Sir Robert Peel’s administration, in 1844, the currency 
Avas beginning to exhibit symjUoms of depreciation from its 
wear aud tear. Owing to the etlective measures taken by him, 
it is now almost universally of full weight, and the deficiency in 
most cases is so slight, that it is not observable in ordinary 
transactions. The Bank of England, liowever, Avavued by 
perienoo, weighs rigidly every single sovereign paid into by its 
customers, and does not ca-edit them with more than its value as 
bullion. Other banks in liOudon find it impossible to maintain 
the same strictness Avitli iheir customers, so that, if they |>ay 
the money they recen e in the course of their business inUi tlu 3 ir 
account with the Bunk of England, they generally incur some 
loss. 


12. These considerations lead us to a fundamental and uni- 
versal law in Economics, which has been found to bo true lii all 
countries and ages — T/ufi had rnowiy drives out good money 
from elrcifkitlon ; oi*, as it is ex|jrefised in an anonymous 
pamphlet, A reply to the l)efeme of the lianfc^ scUincf forth fhe 
unreasomihleness of their slov) jyaymerUs, London, 1096 . 


When two of coin are current in (he same nation of 
Wee value by denominatdon^hidnotinirhuically^ tfiot which hue 
the least value will he current^ and the other as much cts possible 
will be hoeirdedf or exported, Ave may add. 

The fact of the disappearance of good coin in the 'presence of 
bad V Avas noticed by Ari stopharies ; and was long ;dic puzsde of 
SnancievB and statesmen, who coni intted tp issue good 
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from the Mitit/ and were g by its immediate 

disappearance, till Sir Thomas Gresham explained the cause, 
whence we have called it Gresham’s Law of the Currency. 

This law is of such fundaniental importance in Economics, 
77ia$ good and bad coin cannot cirmlate together yhul the 
bad Coin will drive out the goody that it maybe interesting to 
quote the passagt? which contains the earliest notice, that W’e 
are aware of, of the phenomenon. During the extreme distress 
caused by the Peloponnesian %var, Athens had for the fii-st time 
issued a debased gold coinage; the consequence was that tlie 
good coin immediately di.sap|>eared ironi ciiculatioii. ' Aiisto- 
phanes, Jblrogs^ 705, says: — ‘‘The State luis very often appeared 
to us to be placed in the same positio)! towards the good and 
noble citizens as it is with regard to the old currency and the 
nfew gold ; for we make no usii at all, either at home or abroad, 
of those which are not adulterated, but tlie most beautiful of all 
money, as it Avoukl seem, wliich are alone wtil coined and ring 
properly, but of this base copper, struck only yesterday, and 
recently, of a most villainous stjunp. And such of the' citizens as 
we know to be well-born, and prudent, and honorable gentlemen, 
and educated in tl)e pal;estra, and chorus, and lil>eral knowledge, 
we insult. But the inijuulent and foreigners, and tlie base born, 
and the rascals, and the sons of rascals, and those most recently 
come, we employ.'’ This law, thus first noticed l)y Aristophanes, 
has been fonn<l to be true in every ago and country. 

It is also from the same ])rin<*iple that a paper currency is 
invariably found to expel a metallic currency of the same deno- 
mination from circulation. And to show the generality of the 
principle, it was found in America that when a depreciated paper 
currency had driven coin out of circulation, and a still more 
depreciated paper currency w’^as issued, the more depreciated 
paper drove out the less depreciated from circulation. 

13. It may, perhaps, be worth while to advert to an error, which 
is by no means unfrequent. Some writers contend against Jixing 
the price of gold, as it is called. It is now acknowledged by 
every one that it is a great Economical error to attempt to fix 
the price of Some waiters contend that it is an 

equal eh‘or to the price of gold. Bui those who do so pver- 
iook a very imporiaut consideration. The word “ price, except 
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in the single instance “ Mint Price,” always denotes the quantity 
of one article which is used as at measure which is given for 
another article of a different nature. Thus /we say that the 
price of a bushel of corn is 6s., when the silver, the substance 
of which shillings are composed, is of a difierent nature from 
coin. But, in the expression Mint Price of bullion, it sJways 
means the value of bullion expressed in coin of the same metal. 
Thus the Mint Price of gold bullion means its price expressed 
in gold co5n,aud the Mint I^rlce of silver bullion means its price 
expressed in silver coin. 

These, considerations shew Uiat so long as the coins retain 
their full legal weigld:, tlic Min ket I'rice of bullion can by no 
pixssibility vary from its Mint Price. If the law requires an 
ounce of gold to be coined into .C3 l 7s. 10 Jd., so long as the 
coins contain their p]-o|>er weight, it can make no difference in 
the Market Price whether gold becomes as plentiful as iron, or 
as scarce as diamonds, for the money always continues of the 
same w^eight, whatever be the abundance or the scarcity of 
bullion.* The value of gold may vary with respotd, to other 
things ; it may jmrehase more or less bread, or meat, or cloihtj.s, 
or anything else at one time than another; but it is absolutely 
impossible that its value in bullion can diifer from its value in 
coin. To suppose that it could, would be as irrational as to 
suppose that because bread became ver}' nbutHhint, or very scarce, 
a loaf of bread could differ from itself in weight wdien cut up into 
slices, or a cask of wine differ from itself drawmofT into bottles. 

14. As, however, gold and silver vary in value with respect to 
each other, and this variation may proceed, nominally at least, 
either from a dimuiiition in value of one metal, or from a 
depreciation of the coinage, we are enabled to devise a test 
by w'hich to decide to whicli of these circimjstancos it is due. 
Thus, in the reign of AViiliam III., guineas rose to 28s. and 30s., 
and silver bullion rose at the same time to 7s. an > ince; one 
party stoutly contended that this w^as due to the scarcity of 
silver. Now/ this argument w^as absurd on the face of itf 
because, if silver had been extremely scarce as compared to gold, 
it is perfectly clear that silver would have risen as compared to 
gold, and not fallen. That is, guineas would have sold for less 
than 26s. and not more. From the figures given above, this 
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argument was majiifestly self-contradictory, because, as compared 
with gold, silver had apparenfly/aZfe^i in value, and as compared 
with silver money, it had apparently mm in value. 

Now it is quite clear that a dimunition in value of the coin 
cannot be followed by any difference between the Market and 
the Mint Price of bullion. By the meaning of the words Mint 
Price,” however plentiful, or however scarce, gold may be, an 
ounce of it in coin must always be equal in value to an ounce of 
it in bullion. On the other hand, a deprcraition of the coinage 
must inevitably be attended by a rise in the Market Price above 
the Mint Price of bullion, because, however plentiful or scarce 
gold is, three-quarters of an ounce of it in coin can never be 
equal in value to one ounce of it in bullion. The case may be 
shortly stated thus: — Guineas may rise to 25.s. in silver, either 
from a depreciation of the silver coinage, or from a diminution 
in value of silver. What is the test? It is to be found in the 
Market Price of silver. If the silver coinage is debased, the 
Market Price of silver will rise above the Mint Price ; if it is 
diminished in value, it will not. 

The Mint Price of gold, tliereforo, in its modern moaning, is 
nothing more than a public declaration of the weight of metal 
the law re(iuires to be in the coin, which accidental circumstances 
have caused to be considered as the legal measure of value in 
this country; and an alteration of the Mint Price of gold would 
be simply an alteration in the standard weight of the coin, and 
would be the same thing in principle as an alteration of the 
standard yard ineasuro. Those ))orsons who ridicule the idea of 
having the Mint Price of gold fixed, should, if they be consistent, 
also ridicule the idea of having the standard yard measure 
fixed. Those wlio wish to let the Mint Price of gold follow the 
Market Price, Kshould also contend that every tradesman sliould 
have his yard measure of as many inches as he pleases, because 
when the Market Price of gold rises above the Mint Price, it is 
precisely analogous to curtailing so many inches of the yard. 
This fraudulent curtailment of the measure of value has never 
been done since Parliament has been the chief power in the 
Legislature. But it was constantly done in former times when 
the Crpwn was more despotic than it is now, so that the pound 
in the present day is curtailed of two-thirds of what it was in 
William I.’s time. 
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15, An alteration of the standard is a direct fraud npon debtors 
01 * creditors, according as it is raised or iowered; bedJ!l?nse-th^ 
essence of every contract is, that the debtor is to pay a certam 
weight of gold, and not so many abstract ideas which are called 
pounds. Hence, if while any contract is incomplete, an alteratioit 
takes place in tlie weight of tlm coins, if, when it is fulfilled the 
debtor only looks to the number of pieces* neglecting their 
weight, it is evidently a fraud upon the creditor. Suppose a 
ciotii manufacturer were under contract to deliver so many yards 
of cloth, and before the delivery took place, the law ;was to 
reduce the yard measure to ao inches, surely the purchaser of 
the cloth would not be satisfied with reciving the same number 
of these diminished yards, simply because they were called 
yards ” as he bargained for. On the contrary he bargained for a 
definite lemitk of cloth, and if, when the law diminished the yard 
to 30 inches, it is also declared that the cloth manufacturer had 
fulfilled his contract when he had delivered so many yards of this 
curtailed measure, it would l>e clearly a fraud upon tlie purchaser. 

It is clear, liowever, tliat this fraud and injustice would only 
extend to existing contracts. If the law w’ore to reduce the yard 
in that manner, all contracts made subseqtiently to that law 
. would adapt themselves to it, and the injustice would Ijo just the 
more severe in proportion to the nuniber and amounts of con- 
tracts existing when the change took j)Iacc. But suppose lliat* 
while the legal yard continued to be 36 indies, from the iiiatten- 
tiou of Government to send round proper inspectors of measures, 
tradesmen had become so fraudulent as to cut off gradually 
several inches from their yard measure, and suppose that this 
was done so openly and universally, that numerous contracts 
were entered into, in these measures, which were known by both 
parties to be below their legal length, so that contracts w^ere 
subsisting that were made both in the proper measure and in tlie 
diminished measui'e. Now, siipjiose that the Government being 
suddenly roused from its inattention, determined to enforce the 
legal length of tlie yard measure, it might bccome^a questibw of 
some perplexity to decide wliether equity would be more satis* 
fled by enforcing a general return to the original legal ^U.dard, 
or by lowering the legal standard to the average length of tfee 
yard in use. 

In Concluding this part, we iiOod only tliat 
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ciples ftre, of course, subject to great modifications when obstacles 
are interposed to the conversion of bullion into coin. And that 
in several instances the value of bullion has differed immensely 
ftom the same quantity in coin. In the Eastern Archipelago, 
for instance, Spanish pillar dollars had long an almost exclusive 
currency. The people had such confidence in them, and were so 
accustomed to their use, that they would take nothing but them ; 
and as, , of course, they were only coined in Spain, w^hen the 
supply of them was deficient in the East, bullion fell to an iiu- 
meiiso discount as compared with the dollars. The very same 
thuig happened in the Australian Colonies soon after the gold 
discoveries, before mints were established there. Sovereigns 
could only be coined in Engian<l, and there were no means of 
converting the gold into currency without sending it to England 
to be coined. Gold, consequently, fell to an immense discount 
as compared with sovereigns. After some time, however, mints 
were erected in several of the colonies, and a plan was adopted 
of issuing notes in exchange for bullion, and this diflcrence was 
immediately rectified. 


What is a Pound ? 

16, In the currency discussions during the great war, many 
curious notions Avere started as to what a Pound ” is. Sir 
Robert Peel asked the question — What is a Pound ? ^nd he 
found many who could give him !io answer. There are a good 
inany, wo su,sj>cct, who do not know' liow a certain weiglit of 
gold bullion came to bo called a PouikI.” We shall now 
expliiin this. 

The original measure of value in France, England, and Scot- 
land, was tlie pound weight of Silver bullion. No coin, however, 
of this actual >veight Avas ever struck. But the pound w^eight 
of bullion W'as divided into 240 coins called pence. IVclve of 
these pence were called a shilling, or solidus, and, therefore, 
twenty shillings, or solidi, made a pound. These 240 pence 
actually weighed a pound of bullion. 

Kqw, let us denote the pound weight of metal in the form of 
bollioh to and the pound weight of metal in * 

Uie form of coin by tlie symbol— £, Then wo have 
240 penee “ 20 shillings «« 1 £ =« 1 lb. 
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Now, it is perfectly clear that, if the pound weight of bullion 
Were divided into a greater number of pieces than 240, that 
gmater number would still be equal to the pound weight-, and if 
we denoted by the symbol £, 240 pieces, or pence, irrespective 
of their weight, we should have the 1 lb. equal to 1 £, + the 
number of piece's above 240. , 

Now, this is Avhat has boon done in the coinage of all the 
three countries above-mentioned. Tlie Sovereigns .of those 
countries were fre(|ueiitly in want of money to pursue their 
various extravagances, and, as they could not make more money, 
they adopted the fraiidiilcjit and surreptitious plan of cutting 
the pound weight of bullion into a greater number of pieces, 
but they still called tliem by the same name. By this means 
they gained an illusory augmeiitatioii of wealtli. As they could 
not multiply the quantity of the metal, they at various periods 
falsified the certificate. While tlicy still called tlieir coins by 
the same name, they ditiiiuisluid the quantity of bullion in them, 
and so coined more than the original iiuinber of i)Oiicc out of a 
pound weight of bullion. ' 

The consequence of this was very manifest. As 240 pence 
were still called a pound or £, in money, whatever their w^eiglit 
was, and as more than 240 pence were coined out of a pound of 
bullion, the £, or pound of money, began to vary from the lb., 
or pound of bullion. This falsification of the certificate im 
crease^l till tlie time of Elizabeth, when, instead of 240 pence, 
Or 20 shillings, being coined out of the pound weight of bullion, 
no less than 62 .shillings, or 744 pence, were coined out of it. 
Then we ha\'e manifestly 

744 pence — 02 shillings =» £3 28. — 1 lb. 

Now, as there are 12 ounces in one pound weight of bullion, 
it is evident that each ounce of bullion was coined into 62 pence, 
and hence, as the value of bullion is measured hy the ounce, 
the Mint Price of silver was said to be 5s. 2(1. ti»o ounce. 

Afterwards gold was used as a measure of value concurrcojtly 
with silver, and gold pieces were struck and made to pass cur- 
rent as nearly as could be done at the value corresponding to 
the market values of gold and silver. Thus there was foi* a 
consideraVde time a double standard. 

Tha celebrated I^ocke, however, had pointed out that a double 
fciarulard was improper, and that there ought to be only oiie 
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statidard in a country. Sir Isaao Newton also pointed out in 
1717, tlmt the coins were then imiiroperly rated according to the 
market value of gold and silver, and that the oflFect of this would 
necessarily be to drive silver out of circulation. In consequence 
of his representations, the value of the gold coin was reduced, 
but not to a sufficient extent, and the consequence wdiich he 
predicted took place. In consequence of gold, in coin, being 
still overrated, in (joinparison Avith its relative market value to 
silver, merchants, during the course of the last century, adopted 
the universal custom of paying tlieir bills in gold coin in prefer- 
ence to silver, and thus gold became gradually to be considered 
as the measure of value in England. 

In 1816, this custom was adopted as the law, and gold was 
declared to be the only legal measure of value, and the pound, 
the legal tender, or measure of value, became the equivalent in 
gold of 20s. in silver. 

The pound weight of gold bullion Avas ordered to be cut into 
46 pieces of the value of 20s. or £1 each, A\dth a i>iece over, 
equal to 14-20ths and 6d2ths of l‘20th, or the IMint Price of 
1 lb. of gold AA’as fixcMl at £46 14s. Gd. - 

But, as tlie value of gold is estimated by the ounce, the Mint 
Price of gold is fixed at £3 17s. lOJd. per ounce, and, as long as 
the coins are ordered to be coined of the same Aveiglit, the Mint 
Price cannot vary. 

It Avould he out of place here to give a history of the Coinage 
of England and Scotland, but those avIio may feel an interest in 
the subject Avill find it in our Dkiioriari/ of Political Economy, 
But it is useful to have a table of the successive depreciations of 
the coinages of tliose countries to refer to, avc therefore subjoin 
one. It Avill be seen that in England the silver coinage is depre- 
ciated to the extent of to 1, compared to what it Avas at the 
time of the Conquest. 

In Scotland the last depreciation of the silver took place in 1738, 
Avhen the lb,weigh t of silver bullion Avas coined into £3 7 4 s. in money. 

In France, the depreciation proceeded to greater lengths still. 
Tlie extraordinary variations in the JMint Price of gold and 
silver arc much too long to be inserted here, but they will be 
found in om I>ictim%aryi AH, Coinage of France, It is suffi- 
cient to say that at the time of the Revolution the pound, or Uvre^ 
had been reduced in weight to the modern /mne, Avhich was 
adopted as the basis of a Decii^l Coinage. 
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SUv^ Coinages, ik$ JPurit^ of the Metal, andthe Itatio of Gold 
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On a Doitblk Standakd. 

1<. We have seen that a large luirabev of eminent writers 
have observed tliat the fimdamental idea of Currency is debt ; 
and that specie is, in fact, only the most general form in wliich 
this is recorded an<I transferred. That portion of the Currency 
wliich a debtor can compel his creditor to receive as payment of 
the debt due from him, and as, in fact, a means of obtaining any 
services he may require from some else, is called Mo.xJcy, or 
Legal Tender, and sometimes the measure or standard of 
value. 

When coins are struck of t^vo dillcrcnt metals, and each is 
made indiscriminately legal tender to an unlimited amount, there 
is said to be a double standard. 

Silver money was, at the time of the conquest, the only legal 
tender. Afterwards, in the reign of .Edward III., gold money 
was coined to be as nearly as possible equal in value, to a certain 
amount of silver money, and, for several centuries, they were 
each legal tender in discharge of any amount of debt. 

It would seem ap]>arently to be very convenient to liave money 
of both metals. Tlie gold for large jiaymcnts, and the silver for 
smaller ones. Novei*theless, there are certain fundamental 
objections to having boUi metals as legal tender to any amount. 

We have observed tliat it is a fundamental law of tlie coinage, 
found to be absolutely true in all ages and countries, that good 
and bad coins cannot circulate togetbor, but that the bad coin 
drives tlie goo<l coin from circulation. That is to say, that the 
one whicli is oi^errated, expels the one that is underrated. 

Exactly the same consequence follows if the coins be made of 
different metals. 

Gold and silver ])avc value with respect to eacli other, just as 
any other commodities have; and this value is constantly-^iaiig- 
ing in the market of the world; though, no doubt, in a miinite 
degree. Novr, coins of gold and silver may l>e issued at a fixed 
relative value, wliich may bo true at the timO^ issue; but the 
value of the metals is constantly changing in tlie open market, 
and. hence, the mint value of the coins never remaiuB for any 
length of time in proper adjustment with their market 
and, colnsequently, the inevitable result happens, tlie tkat iii 
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ovcn-iitod drives otit the coin that is underrated ; and the latter 
is melted down and exported to where it will fetch a better 
price in the market. 

The reasoir is plain. Suppose that any time a gold coin is 
issued froin the Aliiit to ret>resent twenty sliillings in silver, and 
that it is ffither migrated, or tlie inarkot value of tlie metals has 
so changed froiii the Alint value, that it ought in reality to ex* 
change for twenty-one .shillings, it is clear tliat mendiants will 
then discharg(! iJieir debts in silver. All tlio gold coin will l)C 
merited down, and exported to wdierc^ il can Imy twenty-one 
shillings in silvicr; and Ihns, in a very short space of lime, it 
will di.sa])]jear from circnlalion. 

This Ls what has rejjealedJy happened in tlic coinage of tins 
conntry, and, from the cause not being understood, it \va.s for 
many ages a SfOircr) df great perplexity to fimineiers. Tl Avouhl 
be too long to eimnua’ate* these instances here, to txstablish the 
truth of the doctrine, Ijtit they will l>e found in our Dictionary 
of Dolltlcid Dconomy^ Art. Vobiagc of Dnyland, And W’C 
will only confmo our attention hiTc to a late c?xample. At the 
beginning of the last century, both gold and silver wore legal 
standards in .England ami France, and it was from the mis- 
rating of the value of the coins }>y the two Mints, that gold 
came to l)e cemsiflercd as Uir legal staud'ard of England, and 
silvor7A6 legal standard of Franco. 

In 1C0;>, diaries H, issued a sjdendid gold coinage of £5, £2, 
and. 20s. pieces, '^flie latt<.u* were called guineas, as tliey were 
made of gold bnuight home by the Afriean Company. They 
were struck to be equivalent to twenty shillings in silver, and 
thus to represent the £, in gold. Tlie pound weight of crown 
gold was ordered to bo cut into 4 tf guineas, and continued to 
be so a.s loiig as they were coined. 

From some fatality they seemed to be always im^apable at the 
English Mint of ascertaining the true value of gold and silver 
according to their market rales. The guinea was soon found 
to be underrated j and, accordingly, the ohi pi actices of clipping, 
melting, and W'ere soon in full operation, and the 

scarcity of mqiiey was^^^^ of in Parliament. 

In of silver coins occasioned 

i>ublic inconvenience. The goldsmiths complained to the 
of CV>nmiO«s that t^^ ascertained that immense 

2 c 
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quantities of silver bullion and dollars had been exported. That 
many Jews and merchants had recently bought up vast quan- 
tities of silver to cany out of the kingdom, and Lad ’given 
three half-pence an ounce above its regulated value. That this 
had encouraged the melting down of much plate and milled 
money, wliereby for six months j>ast no bullion liad been br<uight 
to the JMint to be coined. The house appointed a Oommitlee, 
M'ho verified tliese allegations. It was sliown tliat the^ profit of 
molting down the niiiled money for exportation was above £25 
per £1,000, and that the Mint price of silver was 5s. 2d. per 
ounce, but it was generally sold for 5s. .The Uouse, in 

consetjuence, passed one of their useless laws against exporting 
bullion. 

Tlie state of the currency no\y became every day more dis- 
graceful. Quantities of l)aso and counterfeit coin were thrown 
into circulation. I'he House of Cominons addressed the King 
to abolish the right of private coinage of half-[>ence and 
farthings. The current coins luu.l ]>ein for many years clipj>ed 
and adulterated, wliich in 1094 reached such a height that the 
silver coins current ha<l lost nearly half their vaiuc, while a 
great part of the current money xvas only iron, brass, or copper 
plated. . . 

A.S this state of matters gave ii.<e to llie first great currency 
debate of modern times, and brought about a great monetary 
crisis, w'e may dwell ujMm it i-ather fully. 

During 1094 the silver coin.age became wors(,‘ daily, and by 
the end of tlio year, guineas, which Jiad originally been coinexj 
to represent 20s., gradually rose, till tiny reached 30s. ' The 
exchange with Ilollaiul fell 25 jier cent., ami it would have 
fallen still lower, only it was shewn tijat the real exchange was 
in favor of Euglaml. Tlie exchange with Ireland fell so much 
that £70 there was w'ortJi £100 in Ejigland. 

The evils of clipping the coin reached so great a height at 
the end of 1694, that Mr. Fleetwood, tlie Chaplain -in-Ordinary 
to the King and Queen, luting selected to preach before the Lord 
Mayor and Aldermen on the 10th December, 1694, made it the 
subject of bis seimon on the text, Gen. xxiii., 16. In an 
admirable sermoai, or rather politico'-econotnical disc^ourse, he 
<Uruouncej^l|ie fraud arid wickedness of clipping and del^siiig 
the coinage. He* said (p. 19) that the money was clipped do Wn 
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nearly one half. He shewed that he understood the subject a 
great deal better than many men a century later. He shewed 
that, if the money goierally were clipped, all J,he good and 
weighty money that remained must be exported. ‘‘The 
merchant that cx])orts more goods from home than he imports 
from abroad, must unavoidably discharge the overbalance with 
good money; this he can never do with clipped, for it is not 
Cmsar^sJ\ice mid titles but loeujht and goodness that procure 
credit. And, if a foreigner import more of Iiis country’s goods 
than he cari ies away of ours, the overbalance must be ])aid in 
weighty Tiioney, lor the cli}>]H>d \v\\] not. go al)road. Now, if the 
exportation of our Aveiglity money (which is only now the milled) 
bo a miscliicf to tlie nation, we see it is occasioned chiefly- by the 
clipping.” 

The disgraceful state of the coinage could no longer be over- 
lookcMl by Parliament. On the 8th of January, 1095, a 
Committee w'as appointed to consi<ler the subject. At this time, 
v^ays the Parliamentary History, Vol. v., j). 955 : — “The difficulty 
lay so heavy upon tlie Govermnent, that a stop was almost put 
to trade .and taxes. The current silver coin had for many years 
begun to be clipjied and adulterated ; and the inisebief of 
late had been so secretly carried on by a combination of all 
people <!oncerned in the receijit of money, and so indnstriou»sly 
promoted by the enemies of the Oovernment, that all pieces were 
so far diminished and debased, as that live pounds in silver 
specie was scarce worth 4 Os., according to the standard ; besides 
an infinite deal of iron, brass, or copj»er wovslutd over or jdated.” 
The Commit tee recomntended that the money should be re-coined ’ 
into milled money. It estimated the expense at one million. ^ 
That the new money should be of the same w^eight and fineness 
as the old. That the crown piece should be current at 5s. 6d. 
That various penalties should ])c imposed for offences against the 
coins. An Act w^as ]nissed, statute 1095, c. 17, to prevent 
counterfeiting and c]ii)ping the coin of the kingdom. This 
statute averred that it was notorious that the current coin had 
been greatly diminished by clipping, rounding, liling, and melting, 
and that many false and counterfeit coins had been clipped, for 
the better disguising thereof, and that these practices had been 
ijjueh occasioned by those who drove a trade of exchanging 
broad money for clipped money, and other arts and devices. Tt, 

■2 0 .2 :■ 
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therefore, proliibitcd any person from ex:changmg, lending, selling, 
borrowing, buybig, receiviiig, or paying any broad or unclipped 
silver money for more in tale, benefit, or advantage than 

the same wiivS coined for, aiul ouglit by law to pass for, under a 
penalty of 10s. for every ‘20s. so illegally traflicked witli. It also 
enacted that whoever should buy or sell, or knowingly iwave in 
Ills possession, any dipjjings or tilings of the coin should forfeit 
them, as w'ell as a. penalty oi* .£r)00, and be branded on ibe right 
cheek AS'ith a Ijot iron. It forbade any one l>nt a trading gold- 
sinlth, or refiner of silver, to buy or sv:ll bullion, under pain of 
in)pvis<)nmenl, and enaeted nmnerous other A'e vat ions penalties 
and regulations res}iecting the export of bullion. All these 
absurd erueltios wore wholly inetTeetuai, and, while inultUiido.s of 
miserable Avrelclies were dangling on the gibbets, dipping and 
coiinlerfeiling were as rife as ever. Guineas, whidi hail 
originally V>eeri coined to be e«|ual to 2(Js., liad |>rogressivdy 
risen as the silver got worse, till at tiiis lime thev xvero lairrent 
at aos. of the base trash, which j>assed by the name of silver coin. 

In hebrnary, 1000, sio'eral petitions were presented to the 
House of CoiuinoTis ( Connuotm Jountals^ A"ol. \i., p. 1 15). 'njc 
graders, butchers, anil others connei^lcd with Smiilifidd Market, 
.said that £10,000 a wu^ek passed through their hands for cattle, 
wliidi for almost twelve niontlis |>ast had been paid in guineas 
at 30s. a piece, for want of current silver. .Tljcre are besides, 
abundance of painphlnfs iu existence uhich ]>rove that guineas 
Av^ere coinmoiily current for 30s in tlie spring of 1(>95. 

The -friglilful disi^rder ol* the curreni'y niay be Judged of by 
the IbHovving fads, in the months of May, June, and July, 
1005, 572 bag.s of silver coin, each of £100, were brought Into 
tJu^ Excl^eipie]*, A\’ljose aggregate Aveight, aiicording" to the 
standard, ouglit to have been 18,451 lbs., 5 oz., KJdwts., 8 grs. : 
tlidr actual weight Avas 9,480 lbs., 11 oz., 5 dwts., making a de- 
ficiency ot 8,070 lbs., 7 oz., Jl dAvt.s., 8grs., shewing a deficiency; 
in the weight of tlie current coins in the ratio of 10 to 22. Oiie: 
wi'iter says (An ICsnay for reyuluting of the coin. By A. V., 
16ft.*}: — “ trial, I have fuuiid that fis, of roiUed 

money hath weighed bs. of the present evuTent money, and 38. 
of the 8s. was not clipped, only w'oru. Again, I have. found I Osi 
in ndUed money to weigh 218. of the elipped rooney. ■ Agi^, 
"Os. ol itiilled rnoney to weigh 43.s. of o'ur now current mdhey* 
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I have gone to several goldsmiths in London, and have 
got *thein to fake out of their cmmters a bag of £100 as 
came to liand, which, upon trial, I have found at one plac?e to 
weigh:— ' 


A liag of £loV) .. " 

Oz. Dwt. Gr. 
... 230 13 6 

Another place £100 Weighed .. 

... 222 0 15 

Another place 

... 198 17 0 

Another place * 

... 190 0 0 

Another place 

... 182 3 0 

Another place 

... 174 11 20 


1,198 5 11 


‘‘ The £600 Aveighing in all 1,108 oz., 5 dwts., 17 gr»s., and is 
no more than what £310 in milled mon(>y will weigh. 

I am informed the money )>aid into llio Exclicquev doth 
wafiglrlVom 15 (and sehloni tVie£l00 reachetli) to 20 lbs. weight, 
Kt) that the very host brought in lliore doth not wc^igh two-thirds 
of what it ought to do, and Hu* inoiiey paid into the Kxelioquer 
is su|)))6sed, a great j)art of it, to come from the country. 

“IJut, as it is believed that the moiu^y in the coiurtry is 
<venc*rallv not the one-half so l>ad as it is in and near London, I 
huvo procured an account to be >sent me from the following 
cities, from whence I am infjrnu*d tliat £100 dotli Aveigh on 
trial office) bags in eacli place, to be viz. : — 

Oz. Dwt. Qi\ 


In the Oity of Bristol, one bag of £100 wtagliod 

210 

0 

0 

Another Avoighed 

227 

15 

0 

In the City of Cambridge, a bag of £100 




Avelghcd 

203 

5 

10 

Another weighed 

211 

0 

19 

In tlie City of Exon, one bag of £100 Aveighod 

180 

7 

0 

Another Avcighed ... 

192 

3 

0 

In the City of Oxford, £100 in half-crowns 




Aveighod ... .... 

216 

10 

0 

£l00 

19iS 

0 

15 


1,669 

1 

20 
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“ The£800 weighing not more than £431 15s of milled money 
will weigh, and but a very small diftbrence between the weight 
of the money in London and the ooiintry.” 

Tins disgraceful state of the money gave rise to the greatest 
public confusion and distress, and a warm controversy arose 
whether tlie new money which should be coined shoul<l»be of 
the old standard in weight, fineness, and denomination, or 
whetlier it should be depreciated, or raised in value, as it was 
absurdly called. TJiis controversy was keenly disputed then, 
and wo may pay some considerable attention to it, because it 
was revived under another form IIG years later, when the notes 
of the Bank of England were depreciated, and a strong party 
maintained that tlui standard of llie coin should be dejjreeiated 
to the level of the depreciated notes. 

Mr. AVilliain Lowndes, the ISeerctary to tlie Treasury, was 
ordered by them to make a Report on the su]>ject of the coin. 
This lie did in A Report eontainhiy an Essay for the Amend- 
ment of the >S7/^v r Coins, Lornlon, In this he enters 

into a long, and at that time, valuable investigation of the history 
of the coinage, and its successive doj)reciations in weight and 
fineness. After giving the details of every Mint indotiture for 
four Ijumlrod yeai’s, he says, p. 56 By the careful observing 
of which deduction here made, from the indenture of the Mint: for 
above 400 years past (many of which are yet i:\tant, and have 
been seen and examined by me), it doth evidently ap|jear tlnit it 
has been a |)oIi(;y constantly practised in the Mints in England 
(the like liaving indeed been done in all Foreign Mints belonging 
to otIuM- Governmeiits), to raise tlie value of the coin in its 
extrinsic denominati<;n fiom time to time, as .any exigence or 
occasion required ; and more esj>ecially to encourage the bring- 
ing in of bullion into tlie realm to be coined (though sometimes, 
when the desired end was obtained, the value has boon snftcrcd 
to fall again); so that, in the wfiole number of years from the 28th 
Edward I. until this time, tijo extrinsic value or denomination of 
the silver is raised in about a triple proportion.’" Here we cannot 
fail to observe the utter confusion of idea tliat Mr. Lowndes, 
and too many afbii* his time, labour uuder. lliey manilbstly 
suppose that, }>y raising the name of the coin they raise its 
value. The exti^iusic value of the coin can by no possibility 
mean any thing else but the fpiantity of things it will evrjohange 
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Jbr. And to call the quantity of things it will exchange 
for its denornmatlon is a most pitiable confusion of ideas. Mr. 
Lowndes then says : — “ The which being premised, and every 
project for debasing the money (by the reason before given) 
being rejected as as dangerous, dishonourable, and heedless, it 
remaips that our nation in its present exigence, may avail itself, 
by raising the value of its coins, and this may be effected either 
by malying the respective pieces called crown.s, half-crowns, 
shillingR, and to be .lesser in weight or by continuing the same 
weight or bigness, which is at present, in the undipped moneys, 
and ordaining at the same time that every such piece shall be 
current at a higher price in tale. 

“ But, before I proceed to give my opinion on this su1>ject, it 
seems necessary for me to assert ami j>rove an hypothesis, whicli 
is this, namely, That making the iMces less, or ordaUilng the 
respective pieces {of the present toelghi) to be current at a higher 
rate^ may eipially raise the Value of Silver in our Coi7is, 

Mr. Lowndes then enters into an argument to prove that 
sixty pence arc equal to seventy-live pence — a wild goose chase 
in whicli we decline to follow him. 

liis proposal was, then, that all the existing undipped silver 
money should be raised in denomination to Os. 3rl. the crown, 
and other coin.s in proportion, so that the sliilling would p.nss for 
fifteen pence instead of twelve. Tliat new coin.s shouKl be struck 
at the increased denominations. Tlie.se coins he jiroposed to 
christen by new names. The reason ho alleges for this proceed- 
ing are — “ 1. The value of the silver in the coin ought to be 
raised to the foot of Os. ;)d. in every crown, because the price of 
standard silver in bullion is risen (from divers necessary and un- 
necessary causes, producing at length a great scarcity thereof in 
England) to Cs. 5d. an ounce. This reason (avIucIi I humbly 
conceive will appear irrefragalile) is grounded chiefly iqion a 
truth so apparent, that it may well be compared to an axiom, 
even in mathematical reasoning, to Avit, — That whensoever the 
extrinsic value of silver in the coin hath been, or «b/ill be, less 
than the price of silver in bullion, the coin hath been, and Avill 
be, melted down.” 

He then enters into some objections against this proposal, and, 
says, p. *0: — ‘‘That everythhig having any value or worth Avhat- 
soever, when it becomes scaioe, groAvs dear, or (which is tlxe 
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same tiling) it- riseth in ]>rice, and, consequently, it will servo 
to j>ay more (Mas, or will buy greater quantities of other goods 
of value, or in anytlnng else it will go turtlior than it did before. 
That silver ill Englaiui beang grown scarce as aforesaid, is coiLse- 
quentlv grown dealer. That it has risen in price from 5s. 2d. to 
6s. Tid. an ounce: and, by daily experieuce, 19 3-10 dwts. in 
sterling silver (eijual to tlie weight id a ci'own piece) in England, 
doth and will purchase more coined money than 5s. by tale 
(though the latter be delivered houa fhh in undipped shillings 
or in a good bill), anil consequently, tloth an<l will pm*clia.se and 
acquire more gi>ods, or necessari(^s, or pay more debts in 
Englainl, or (being delivered Jiere) it fet ehes more money in 
any foreign parts by way of exchange, than 5s. by tale, or the 
sixth jim t of a guinea by tale, or griods to the value of 5s. in 
tale only, do or can fetcli, ]*nrcha>e or acquire. That this 
advanced jirico of the silver lias beim growing 1‘or some lime, 
and is onginally caused by the balan.ee, excess, or difreroncjc 
above meutioiuMl, wlihdi naturally and ratimially produces such 
Jill effect That the. raising the value of the silver in 

our coins to make it equal to silver in mass, eau in no sense be 
nn(lerst<>od to lie a cause of making silver siairce. Tliat there 
can iHo er be proposed any just or reasonable foot nj)on which 
the coin s])ould be (airrciit, save only tbe very priia* of the silver 
tliereoi', in case it may be molten in the samts place wluae the 
coins are made cnnenl, or an extrinsic denomination very near 
that inice. Ii beiiig most evident that if tin? value of the silver 
in the coins siiould (by any extrinsic denomination) be raised 
above the value or market jiriee of llie same silver reduced to 
bullion, the subject would be jiroportionably injured and de- 
Ihiuded, as they were formerly in the case of the base iiiomcs 
couied Viy publu: aiilhority.’’ 

He then says the value of the silver in tlie coin ought to be 
raised, to enconra.ge the liringing of bullion to the iMint to be 
coined. That tins had been repeatedly clone both in the English 
and Foreign Mints. Tiiat raising the vahio of >silvor in coin 
would increasrj the whole specie in uile, and thereby make 
it move commensurate to the jieed for it for carrying on the 
common traltic and commerce of the luitlon, and to ans 
payinaits on the numerous contracts, securities, uud other daily 
ecraoioiis, veqtiiyi^^^ a large i^upply of moimy for that purpose. 
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He says that at that time guineas passed current for 36s. 

He then gives some details of the state of the coinage, by 
which he shewed that they wore diminished by about half their 
usual weight. 

Wo have said, that when coins are struck out of bullion, 
that the value, or purchawdng power of tlie money depends 
upon the actual quantity of bullion in it, and not at all on the 
name of the. coin A most extraordinary dchision, ^however, 
began to prevail in (.‘urly times, of whieli m'c have the first 
notice \n Plutarch. It was this, that when coins were once 
struck and recognized by a cei-tain name, tlial their value 
depended upon the name^ and did not dej)eiid on the (juantity 
of inelal in them. Ahonl the end of ihc I 7th century this io- 
O'cdible heresy began to find adherents in tliis country, and tliis 
notion long iiifeste^l the mind.s of many financiers, and, we shall 
.see hereafter, was stoutly mainlfiined by tbe Govormuent party 
in the great eiirrcney delnites in 1811, and was the cause of great 
miselfief to tliis country. 

The extraordinary doetrino of Lowndes called forth a wortliy 
antagonist, and were the origin of some of his most admirable 
writings, aikl tlioy are of so much imjiortanoe that we shall make 
some extracts from tliem, as there is no doubt that, the falhufies 
he combatod are even yet not entirely eradicate<]. 

Locke ha<l in 1.091 published a treatis<‘, in which lie sliowed 
tlie utter futility of interfering with the rate of interest by I;iw, 
and combated tlie idea that was then becoming prevalent, tliat 
the value (a.s it was called) of the coin should l>e raisetl in order 
to keep it in the comiiry. Me shewed that tlie persons who 
supported such a plan were Vonfoundiug the dtiioinincUioti. wdth 
vahMj its name with |he |>urcha.sing power, and tliat all such 
ixleas juoceedod fronv^'ji confusion of terms, and liad no real 
effect. The arguments of LoidvO, though by no means absolutely 
novel, luid never been put beibro .so liimiuously and fully. The 
proposal of Lowude.s, coruing from u man holding liis official 
position, douiaaded a prompt notice ari<l exposure. This Locke 
dill, in Further Consider atAons concerniruf JiCiishu/ the Value 
Money ^ m which he exposed the ftiUucy of Lowndes’s argu- 
ments Raising of c<)in is but a specious Avord to deceive 
the unwary. It only gives the usual denomination of a greater 
quantity of silvor to a less calling four grains of silver a 
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penny to-day, while five grains of silver made a penny yesterday), 
but adds no worth, or real value, to the silver eoin, to make 
amends for its want of silver. That is impossible to be done, 
for it is only the quantity of silver in it, that is, and eternally 
will be, the measure of its value, and to convince any one of 
this, I ask whether he that is forced to receive but 320 omiceatof 
silver under the denomination of XlOO (for 400 ounces of silver 
which he lent under the like denomination of XIOO) will think 
these 320 ounces of silver, however denominated, worth those 
400 ouru^es he lent? Tf any one can be supposed so silly, he 
need but go to the nc.xt market, or sho|>, to be convinced that 
men value not money by tlie denomination, but by the quantity of 
the silver there is in it. One may as rationally hope to lengthen 
a foot, by dividing it into 15. parts instead of 12, 'and calling 
them inches, as to increase the value of the silver that is in a 
shilling, by dividing it into 15 parts instead of 12, and calling 
them j)ence. Tliis is all that is done when a shilling is 3'aised 
from 12 to 15 ponce. 

‘‘Clipping of money is raising without public authority, tlie 
same denominalion remaining to the piece, that hath now IgvSS 
silver in it than it had b(‘fore. 

“Altering the standard, by coining pieces under the same 
dcnominalion with less silver in tliem than they formerly had, 
is doing the same thing by public authority. The only odds is 
that, by clijqnng, the loss is not forced on any one (for nobody is 
obliged to receive clipped money) ; by altering the standard it is. 

“ Altering tlie standard by raising the money, will not got to 
the public, or bring to the Mint to be <‘(>ined, one ounce of. 
silver; but will defraud the king, the church, the universities, 
and hospitals, and of so much of their- settled revenue as fhe 
money is raised, n. //., twenty jK*r cent,^ the money (as is pro- 
posed), be raised one-fil*th. It w ill weaken, if not totally destroy, 
the jHiblic faith, when all tliat liavo trusted the public, and 
assisted our pi-esent necessities, upon Acts of Parliament, in the 
million lottery, Bank Act, and other loans, sliould be defrauded 
of twenty per cent, of what those Acts of Parliament were 
security for. A less quantity of silver has a less value; and an 
equal quantity an equal value. 

“ 4. That tnotsoy dillers from uncoined silver only in this, that 
the quantity of silver in each piece of money is ascertained by 
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the stamp it bears ; which is set there to be a public voucher of 
its weight and fineness. 

5. Tliat gold is treasure, as w'cll as silver, boCause it decays 
not ill keeping, and never sinks much in value. 

“ That gold is fit to be coined, as avcII as silver ; to ascertain 
it«iaantity to tliose who liavc a mind to traffic in it; but not to 
be joined with silver as a measure of commerce.” 

Locke then examines Lowndes’s iloctrine, tliat the value (or 
denomination) of the silver coin sliould bo raised to 6s. 3d. the 
ounce, because the price of standard silver liad risen to Gs. 5d. 
the ounce — 

“ This reason seems to me to labour under several mistakes; as 

“ 1. That standard silver can rise in res])OCl of itself. 

“ 2. That standard bullion is now, or ever was, worth or sold 
to the tradei’S in it for 6s. 5d. the ounce, of law'ful money of 
Kngland. For, if tliat matter of fixet liolds not to be so, that an 
ounce of sterling bullion is worth Gs, 5d. of our milled xveighty 
money, tiiis reason c(5ases ; and our weighty crown pieces ought 
not to be raised to Gs. 3d., because our light clipped money xvill 
not purchase an ounce of standard liullion, under the rate of 
6s. 5s, of that liglit money. And let me add here, not for tliat 
rate neither. If, therefore, the author moans hero, that an oiinee 
of standard silver is risen to Gs. 5d. of our elijipod money, ! grant 
it him, and higher too. But, then, that has nothing to do witli 
the raising our lawful coin, which remains iiiidipperl ; unless he 
will say, loo, tliat standanl hnllion is st) risen, as to be xvorth, and 
actually to sell for, Gs. 5s. tlic ounce of our weighty milled 
money. This I not only deny, but further add, that it is im- 
possible to be so. For Gs, .5d. of milled money weighs an ounce 
and a (juartcr near. Can it, therefore, be possible llxat an ounce 
of any commodity should be worth an ounce and a (piarter of the 
selfsame commodity, and of exactly the same goodness? for so 
is standard silver to standard silver. Ind(^cd, one has a mark 
upon it which the otlier has not, but it is a mark tliat makes it 
rather more thankless valuable, or, if the mark, by liindering its 
exportation, makes it less valuable for that purpose, the melting 
pot can easily take it off. ♦ ♦ ♦ 

Tliose wdio say bullion is risen, I desire to tell me what they 
mean by risen? Any commodity, T think, is properly said to be 
risen, whet^ the same quantity will exchange for a greater 
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quantity of another thing ; but more particularly of that thing, 
which is the measure of oomnierce in the country. And thus 
corn is said t<f he risen among the English in Virginia, when a 
bushel of if will sell or exchange for more pounds^ of tobacco; 
among the Indians, when it will sell for more yards of wamponi 
peak, wdiicb is tlioir money ; and among the Englisli 
when it will exchange for a greater (piantity of silver than 
it would before. Rising and tailing of comniodities are always 
between several commodities of distinct worths. But nobody 
can say Miat tobacco (of the same g»*odriess) is risen in respect 
of itself. One pound of the same goodness will never exchange 
for a }>ound and a quarter of the sanu*. goodness. And so it is 
in silver: an ounce of silver will always be of ecpial value to an ' 
oniicc of silver : nor can it evei’ rise or fall, in respect of itself : 
an ounce of stfin^lard silver can never be worth an ounce and a 
quarter of standard sliver: nor one (>uiice of uncoined silver 
cxchaugc for an ounce and a <|uarter of coined silver : the stMin);» 
cannot so mueli debase its value. Indeed, t1.U3 strimp, liindering 
its free exportation, may make tlie goldsniith (who profits by 
tlie return of his money) give one 1 20t h, or one COih, or perhaps 
sometimes one tiOtii more, that Is 5s. ‘i^ld., os. 5d. or 5s. 4d. tho 
oimco of coined silver for uncoiiied, when there is need of 
sending silver ]n*yoTid seas ; as there always is, when the balance 
of trade will not supfdy our wants, and pay uur debts there. 
But much beyond thi.s the gol«lsmith will never give for buUlori 
since he can makx^ it out of coiiuKl money at a clioaj>er nxte. 

It is said bullion is risen to Gs. 5d. tlie ounce, L that an 
ounce of uncoinetl silver will oxcliango lor .an ounce and a 
quarter of coined silver. If any one can believe this, I will put 
this short ease to iiiin. He has of IntUion, or standard uncoined 
silver, two round [dates, eacli of an exact size and weight of a 
erowm piece: ho has besides, of tho same bullion, a round plate 
of the weight and size of a shilling, and another yet less, of an 
exact w(‘iglrt and size of a three-pence. The two great plates 
being of equal weight and tineness, I suppose Jxe will allow to be 
of equal value., and that; tho two less, joined to either of tbewi, 
make it onedifth more worth than the other is by itself, they 
liaving all tlircc together one-fifth more silver in them* Let: 
us suppose, theiq one of the greater and the two less phdes 
to have received, the next moment (by miractfi^ or by the 
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mill, it matters not how) the mark, or stamp, of our crown, 
our sliiHing, and our three-pence: can anybody say, tliat 
now that they have got the stamp of our Mint upon thorn, 
they arc so fallen in value, or tJie other unstainjied jncce 
so risen, that tliat unstamped piece, which a moment before 
W'^B^w^rth only one of tbe other pieces, is now worth them all 
tliree ? Wliicli is to say, that an ounce of nneoined silver is 
worth aw ounce and a quarter rd* coined. This is what men 
would persuade us, when they say that bullion is raised to 
Cs. iid. (of lawfid money) the oun<>e, which I say is utterly im- 
possible. Let us considta* tills a little fiirtlier, in anoilier in.starHio. 
The [vresenl milled cro\cn [lieces, say they, will not e.vclifinge for 
an ounce of bullion, wiiliout the addition of a shilling, and a 
three-pence ol’ weiglity ('oin added fo it. Coin but that crown 
piece into ths. 34., and tlien they say it will buy an ounce of 
bullion, or else they give up their reason ;ni«l measure of raising 
the money. Do that which is allowed to l>e equivalent to coining 
of a[ireaent milled crov n-piece into Os. ad., viz., eall it 75 pence, 
and then also it must, by tViis rule »)f raising, Iruy an ounce of 
bullion. '‘If this be so, this s(‘ir-same milled (‘vowmpiece will, and 
will not, excliange for an ounce of hullion. Call it sixty pence, 
mid it will not : the very next moment call it seventy-five pence, 
and it will, f am afraid no]M>dy can think change of denomina- 
tion has such ]>ower.” 

Locke tlien goes tlirough each of Lown«les\s argumont.s and 
proposals one by one, aiid gives thcan such a refutation as would 
h.ave delighted the lieart of Chillingworth. Among otljer things, 
Im^ says:*— “ It is true, what Mr. Lowndes observes liere, llic im- 
portation of gold, ainl the going of guineas at 30s., lias been 
a great prejinliee and loss to tlic King<h>m. But that has 
been wliolly owing to our clipjied money, ainl not at all to our 
money being coined at 5s. 2d. the ounce : nor is the coining 
of our money lighter the cure of it. Tlie only remedy for that 
nuschief, as well as a great many others, is the putting an end 
to tile passing of dipped money by tale, as if it were lawful 

To Lowndes’s doctrine, “ that raising the coin by making it 
nun'O hi tale, U, more abundant tor general use, 

Locke says just os the bo^ cut his leather into five quarters 
(fis he called them) to cover bis ball, when cut into four quarters 
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it fell short; but after all his pains, as much of his bajl lay 
bare as bolore ; if the quantity of coined silver employed 
in Englaiitl fill short, the arbitrary deuoinlnation of a greater 
number of ponce given to it, or, which is all one, to the 
.several coined pieces of it, will not make it commensurate to the 
size of our trade, or the greatness of our occasions. Thi^ is as 
certain, as that if the quantity of a board, wliieh is to stop a 
leak of a sliip fifteen inches stiuaro, bo but twelve inclifs square, 
it will not be made to do it, by being measured by a foot wdiich 
is divided into fifteen indies, instead of twelve, and so having a 
larger tale, or number of indies, in denomination, given to it. 

This, indeed, would be a convincing reason if sounds would 
give weight to silver, and the noise of a greater number of 
pence (less in quaiitity proportionably as they are more in 
number) wore a large supply of money. * # * 

The necessity of trust and bartering 5s one of the many 
inconveniencos springing from the want of money. This incon- 
venience the multiplying arbitrary denominations will no more 
sup))ly,nor any ways make our scarcity of coin eoTumensnrnto to 
the need there is of it, than if the doth w'hidi was piwided for 
dothing the army, falling sli(»rt, one should ho|)e to make it 
commensurate to that need there is of it, bj'- measuring it by a 
yard one-fiflh sliorter than the standard, or changing the 
standard of the yard, ami so getting the full denomination of 
yards iieces.sary accoixling to the present measure. For this is 
all that will be done by raising our cofn, as is proposed. All it 
amounts to is no more but this, viz., That each piece, and, con.sOi- 
quently, our wliole stock of money, should be measured and 
denominated by a penny onc-fifth less than tlu? standard * * 

“ The increase of denomination does, or can do nothing in the 
case, for it is silver by its quantity and not denomination, that 
is the price ol* tliing.s and measure of commerce; and it is the 
weight of silver in it, and not tlie name of the pieces that men 
estimate commodities by', and exchange them for. 

*‘If this be not so, when the necessity oft our affairs abroad, 
or ilUiusbandry at home, lias carried away half our treasure, 
and a moiety of our money is gone out of England, it is but to 
issue a pr^lamatiou that a penny simll go for two-pence, sixpence 
fov a shilling, half-a-crown for a crown^ &c., and immediately, 
without any more ado, we are as rich as before. And, when half 
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the remainder is gonc^ it is but doing the same thing again, and 
raising the denomination anew, and wo are where wo were, and 
so on; wdiereby,' supposing the denomination raised 15-10, every 
man will be as rich with an ounce of silver in his purse as he w^as 
before when he had 10 ounces there, and in as great ])lenty of 
mojicy, able to carry on his trade without bartering, his silver, 
by this short way of raising, being changed into the value of 
gold; fov, W'heu silver will buy 10 times as much wdne, oil, and 
bread, etc., to-day as it would yesterday (all otlier things remain- 
ing the same, but th(^ denomination), it had the real worth of gold. 

This, I guess, everybody sees cminot be so, and yet this must 
be so, if it be true tlvat raising the denomination one-fifth can 
supply the w\‘mt, or one jot raise the value of silver in respect of 
other commodities, L e.^ make a less cjuantity of it to-day, l)uy a 
greater quantity of corn, oil, and cloth, and all otlier commodities, 
than it would yesterday, and tlierel>y i*eiuove the necessity of 
bartering. For, if raising the donominations can thus rai«e the 
value of coin in exchange for other commcxlilies, one-lifth, by 
the same reason it can raise it t\vo-1ifths, and, afterwards, three- 
fifths, and again, if need be, four-fifths, and as much further as 
you ])lease. So that, by this admirable continuance of raising 
our coin, we shall be rich, and as w ell able to support the charge 
of the Government, and carry on our trade williout bartering, or 
any other inconvenience for w^ant of mmiey, w^ith 00,000 ounces 
of ooiued silver in England, ns if we had six, or 00 millions. If 
this be not so, I desire any one to show^ me w hy the same ^vay of 
raising the denouiination, whicli can raise the value of money in 
respect of other commodities, onc-fiftli, cannot, when you please 
raise it another fifth, and so on ? 1 beg to be told wliere it must 

stop, and why at such a degree, wdthout being able to go farther. 

“ It must be here taken notice of, tliat the raising I speak of 
here, is the raising of the value of our coin in resj)ect of other 
conmiodities (as I call it all along) in contradistinction to raising 
the (letiomiuatiott. The confounding of these’ in discourses 
concerning money, is one great cause, I suspect, that this matter 
is so little understood, and so often talked of wdth so little 
information of the hearers. 

A penny is a denommation no more belonging to eight than 
to eighty^ or to one single grain of silver: and so it is not 
Uecessary that there should be 60 such pence, no more nor le 
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in an ounce of silver, twelve in a piece called a shillings aiui 
sixty ilia piece calJecl a crown: siicli like divisions, being only 
extrinsical dcnorniliatioiis, are everywhere perfectly arbitrjiry. 
For, here in Englam], Ibcre iiiiglit as well have been twelve 
shillings in a jxniny, as twelve pence in a shilling, «, c., the 
denomination of the less pencci might have been a shilling, and 
of the higger a penny. Again, the shilling might have been 
coiije"! ten times as l»ig as the penny, and tlie crown ton times 
as big as the sliiirnig; whereby the sliilling would have but 
ton[>ence in it, and tljc crv»wn a hnmh‘e<l. But this, however 
ordered, alters not one jot tlie value of the ounce of silver, in 
resj^ect of other things, any more tlifin it d(»es it^ weight. This 
raising being but gi\ ing of names at [>leasiirc to aliquot parts 
of any piece, viz., that now' the f?0!h part of an ounce of 
silver sinill be c.alltMl a penny, and to-nior‘row tliat the 7511) part 
of an ounce sliall be ('ailed a penny, may l>e done with what 
inoreaso you |)!ease. And thus it may be orilca’ed by u procla- 
mation, that, a .shilling shall go for tw'enty-four pence, and half- 
crown iV)i‘ 8!.\ly instead of thirty jxaice, and so of the rest. 
But tlint an ]iri]f-(‘rown should be wa>rlli or contain sixty .such 
pence, as the pence were belbr(‘ tlui change of denomination 
was made, tluit no power on earth could do. Nor can any 
power but that wliich can make the plenty or scarcity of com- 
modities,- raise th<^ value of our money their double in respect of 
otlier commodities, and make tiiat same jneee, or quantity, of 
silver, nnder a d.oublo dtuioinination, .'=^liall purchase douhle the 
(juantity of pep|>er, w ine, or lead, .an instant after such proclama- 
tion, to wdiat it would do an iri.stant before. If this could- be, 
w^e migljt, as every one secs, raise, silver to the value of gold, 
and make ourselves as ricli a.s wa pleascMl. But it is but going 
to market with an ounce of silver of one hundred and twenty 
ponce, to.be c(mvmced that it wdll iJiirchase no more than an 
ounce of silver of .sixty pence; and tlie ringing of the piece ^^ill 
as soon purchase more commodities, an its change of debbmina^^ 
tiori, and the multiplied name of ponce, when it efflod 
sc(>re instead of sixty,’* 

It may, perhaps, a])poav to sonlo that the argurhehts pqt .fo 
ward l>y Locke, arc so ^^imple and convincing, that ^ 
w'iiste of ingenuity intd hibotir to dw^Jl 
l;hd, cdtforivniaUdy, tills is so. Tim confusion of 
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the name and the value of a coin, is one which is but too preva- 
lent even at the present day. It seems almost incredible that an 
able man like Mr. Lowndes could perceive that debasing the 
standard of tlie coin, by putting less silver and more alloy, was 
a public fraud, and an injury to all creditors, and yet that ho 
should be totally incapable of perceiving that raising the denom- 
ination of the coin, was exactly the same thing in principle as 
debasing the standard. In each case the quantity of pure silver 
in a crown, or a shilling, was diminished. Nevertlieless, this 
fallacy is deeply seated even at the present day. It was, more- 
ovex*, exactly the san\e fallacy, under another form, which blinded 
and deluded the Bank of England, the Government, and the 
House of Commons in 1811, into their insane vote on the 
doctrine of the linllion Report, that the Bank Note was depre- 
ciated- But, alas ! instead of a Montague willing to learn wis- 
dom from the counsels of a Locke, there was only a Vansittart, 
who refused to listen to Horner and Canning, and we arc still 
smarting for his infatuation. 

, The Government, adoi>ting the councils of Locke and Newton, 
restored the coinage according to its ancient weight, fineness, 
and denomlhation. 

The political benefits which followed this great restoration of 
the coinage are beyond tlie purpose of this w^ork. In 1707, the 
union of the kingdoms neccs.sitate<l a new coinage. At the same 
time the relative value of the gold and silver coins began to 
differ from the market value of the two metals, and, as silver 
was underrated, it became very scarce. It is much to be 
lamented that the Govennnent, having adojxted Locke’s argu- 
ments in favour of the mainten.anco of the standard, did not 
also Adopt his argument w ith respect to the necessity of there 
being only one standard of value. It was perfectly conclusive^ 
and the evils, which ho had shewn must nccessai'ily follow from 
this ecohbniic error of having two measures of value, manifestly 
displayed themselves. In 1708, the Government offered a pre^ 
minm pf to every one who brought foreign 

silver sort, of standard fineness, to the 

Mint to |fO This, however, was quite inefiTectual, and as 

matters gi^ day, the Government referred the 

ihatter to Sir &aap years ppen at tjip 

head of the Mint, to 
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Isaac Newton satfl, in his Tieport’(Pafi?.’ yU., 626) > 
‘‘Tirnt apound weight Troy of gold, 11 ozs, fine, 1 Qz. ^ioy^ 
ia cut into 44 J guineas; aiid a pound weight of sUyar, 11 ozs. 

2 dwts. fine, and 18 dwts. alloy, is cut inb 62 BhiUings ; andj 
according to this rate, a potiud weight of fine gold is worth 16 
pounds weight 6 ozs. 17 dwts. and 5 gms. of fine silver, pechdn- 
ing a guinea at jCI Is. 6d. in silver money. But silver in hnUion, 
exportable, is usually worth 2d. or ad. per ounce mCre than in 
coin; and il^ as a medium, such bullion of stjuidard alloy bo 
valued at Ss. 4|d, perbunee, a pound weight of fine gold will 
be W'orthbut 14 lbs. 11 ozs. 12 dwts, 9 grns. of fine sUver in 
bullion; and, at this rate, a giiinea is worth but so much silver 
as would make 20s. 8d. When 8bi]>s are lading for the East 
Indies, the demand of silver for exportation raises the price to 
6s. 6d. or 5s. 8d. per oimce, or above; but 1 consider not these 
extraordinary cases, ^ 

“A Spanish pistole was coined for thirty-two lials, or four 
pieces of eight rials, usually called pieces of eight, and is of 
espial alloy, and the sixteenth part of tho weight thereofj 
and a Doppio Moeda of Portugal was coined for teii crusadps 
of'Silver, and is of equal alloy, and the sixtecntli p.art of the 
Weight thereof. Gold is, therefore, in Spain and Portugal, 
of sixteen times more value than silver of equal weight and 
alloy, according to tho standard of tliose kingdoms; at which 
rate a guinea is worth 22s. Id. But this high price keeps tlieir 
gold at homo in good plenty, and carries away tile Spanish silver 
into all Europe ; so that at home they make their payments irt 
gold, and will not pay in silver without a premium ; upon the 
coming in of a Plato fleet the premium ceases, Or is but sftaU ; 
but, as their silver goes away and becoiges scarce, the premiub 
increases, and is most commonly about six per cent, which, 
lieipg abated, a guinea becomes worth about 20s. Od. ih Spain or 
Portugal. 

“ In France, a pound weight of fine gold is yblfQhhi jwbtth 
fifteen pounds weight of fine silver ; in raising,' ^ 
money, their Kings’ edicts have sometimes 
this prpportipn,, a littie fn excess pr^defecti Knt 
h.aye'been so little,. that. I '.do .■.not .:hore..<5hBii|(fe|i0i|^ 

’edi<^'- of ;t!rfiy,.'170^,-A ■■new...ipi^e^'^atl^;ibbt4''';'^ 

lioufcei?,: :ffld 'is-lpf; ■.equtd';; .alloy, -jahS'^ 
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weight thereof, except the errors of their mints; and by the 
same edict, fine gold is valued jat fifteen times its weight of fine 
silver ; and at this rate a guinea is worth 20s. 8^1. * 

The ducats of Holland and Hungary, and the Empire, were 
lately current in Holland aniong the common people, in their 
markers and ordinary afihirs, at five guilders in specie, and five 
stivers 5 and commonly changed for so much silver moneys in 
three-guilder pieces and guilder pieces, as guineas are with 
ns for 21s. fid. sterling; at which rate a guinea is worth 
-20s. ?Jd. 

According to the rates of gold to silver in Italy, Germany, 
Poland, Denmark, and Sweden, a guinea is wortli about 20s. and 
?id., fid., 5d., or 4d., for the pi* 0 }>ortion varies a little within the 
several Governments in these countries. In Sweden, gold is 
lowest in proportion to eilvt^r, and this hath made that kingdom 
which formerly was content with copper money, aV>ound of late 
with silver, sent thither (I suspect) for naval stores. 

“In the end of King Willianf s reign, and the first year of the 
late Queen, wlien foreign coins abounded in England, 1 caused 
a gi‘eat many of them to be assayed in the Mint, and found by 
the assays that fine gold was to fine silver in Spain, I^ortu- 
g^, France, Holland, Italy, Germany, and the northern king- 
doms, in tlie proportion above mentioned, errors of the Mint 
excepted. 

In China and Japan, one pound weight of fine gold is worths 
but 0 or 10 pounds weight of fine silver; and in East India it 
may be worth 12; and this low price of gold in proportion to 
silver oaiTies away the silver from all Europe. 

So, then, by the course of trade and exchange between nation 
and nation ill all Europe, fine gold is to fine silver as 14 4-5, or j 
IS to one ; tod a guincilkt the same rate is worth between 20s, 6d* ' 
and 20s. 8|d. ; except in extraordinaiy cases, as when a Plate 
fleet is just arrived in Spain, or ships are lading here for the 
E^t Indies, which I do not here consider. And it apiieara 
by e 3 g)enence ^ that silver flows from those 

plaOes in proportion to gold, as from 

and from all Europe to the East IxidlOs^ 
imd that gold is most plentiful in thosfi places 
M to silver, as in Spain : 

itoddEngjlto^ 
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is the clemand for exportation which hath raised the price 
of exportable silver about 2d. or 3d. in the ounce above that of 
silver in coin, and hath thereby created a temptation to export, 
or melt do^m, the silvcir coin rather than give 2d. or 3d. more 
for foreign silver ; and the demand for ^exportation arfses from 
the higher price of silver in other places than in England in 
proportion to gold ; that is from the higher price of gold in 
England than in other places in proportion to silver, ai\d, tliere- 
fore, maybe diminished by lowering the value of gold in pro- 
portion to silver. If gold in England, or silver in East India, 
could be brought down so low as to bear the same proportion to 
one anotlmr in botlj places, there would be here no greater 
demand for silver than for gold to be exported to India, and if 
gold were lowered only so as to have the same proportion to 
the silver money in England, which it hath to silver in the rest of 
Europe, there would be no temptation to export silver rather 
than gold to any other part of Euro])e. And to compass this 
last, there seems nothing more requisite tlmn to take off about 
lOd. or 12d. from the guinea; so that gold may bear the same 
proportion to the silver money in England, wdiich it ought to do 
by the course of trade and exchange in Europe. But if only 6d. 
were taken off at present, it wwld diminish the temptation to 
export or melt down the silver coin. And, by the effects, would 
shew hereafter better than can appear at present, what further 
♦reduction would be most convenient for the public. 

“ In the last year of King William, the dollars of Scotland, 
w^ortb about 4s. 6t}d., w ere put away in the North of England 
for 5s., and at this price began to flow in upon us. I gave 
notice thereof to the Lords Commissioners of theTreasu^; and 
they ordered the colle< 2 tors of taxes to forbear taking thorn, and 
thereby put a stop to the mischief. 

*‘At the same time, the louis-d’ors of France, which were 
worth but J7s. |d. apiece, passed in Englandatl^8,6d. -I gave 
notice thereof to the Lords Commissioners of the Treasury^ and 
his late Majesty put out a proclamation that they should go but 
at lYs.; arid, thereupon, they came to the MiQt, and 
were coined out of thorn: and if the advantage 0^5^ 
louis-d’or sufficed at that time to bring into Eriglarid 
quantity of French nioney, and the advantage of three farthm^^ 
in a louis-d’or to Mng it to the Mmt,^tetadv^ti^e^^^ OJdt 
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guinea, or above, may have been suffieient to bring the great 
quantity of gold which hath been coined in these last fifteen 
years, without any foreign silver. 

** Some years ago, the Portugal moedors were received in the 
West of England at 28s. a piece. Upon notice from tlie Mint> 
that they were worth only about 27s. 7d., the Lords Commis- 
sioners of the Treasury ordered their receivers of tuxes to take 
them at no more than 27s. 6d. Afterwards, many gentlemen in 
the West sent up to the Treasury a petition, that the receivers 
might take them again at 28s., and promised to get returns for 
money at that rate; alleging, that when they went at 28s., their 
country was full of gold, which they wanted very much. But 
the Commissioners of the Tre^ury, considering that at 28s. the 
nation would lose 5d. a piece, rejectecT the petition. And if an 
advantage of 5d. in the 28s. did pour that money in upon us, 
much more hath an advantage to the merchant of 9:id. in a 
guinea, or above, been able to bring i^to the Mint, great quantities 
of gold, without any foreign silver, and may be able to do so 
still, till the cause be removed. 

“ If things be let alone till silver money bo a little scarcer, the 
gold will fall of itself; for people arc already backward to give 
silver for gold, and will in a little time refuse to make payments 
in silver without a premium, as they do in Spain; and this 
premium will be an abatement of the value of the gold ; and so 
the question is, wdiether gold shall be lowered by the Govern- 
ment, or let alone till it falls of itself, by the want of silver money. 

It may be said, that there are great quantities of silver in 
plate, and if the plate were coined, there would be no want of 
silver money. But I reckon that silver is safer from exportation 
in the form of plate than in the form of money, because of the 
greater value of the silver and fashion together; and, therefore, 
I am not for coining the plate, till the temptation to export the 
silver money, which is a profit of 2d. or 3d. an ounce, bo 
diminished; for, as often as men arc neccss^itated to send away 
money for answering debts abroad, there wilj be a temptation to 
sendi away silver ratlier than ^old, because of the profit; which 
is almost 4 per cent. ; and for the same reason foreigners will: 
choose to s^dhi^ rather than their silver.’^ 

3^^ the Exchequer, brought the 

siibjeot of the great sctoX5ity of sflyer coin bofo^^ the House oh 
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thd 21 of December, 1111 1 and was Beconded by Mr. Caswall, 
who gave details of the different relative values gold 
coin had borne with respect to each other, according to the plenty 
or scarcity of each, and said that the over-valuation of gold in 
the cuirent coiiis of great Britain, had caused the exportation 
of great quantities of silver specie. To prove this, he laM open 
a clandestine trade which had been carried on for many years 
by the Dutch, Hamburgliers, and other foreigners, in concert 
with the Jews and other traders here, which consisted in 
exporting silver coins, and importing gold in lieu thereof, which 
being coined into guineas at the Tower, near 15d. was got by 
every guinea, whicli amounted to about 5 per cent!., and, as 
these returns might be got five*or six times in the year, con- 
fiiderablc profits were made by it. In his opinion, the only way 
of checking this was to lower the pricp of guineas and other 
gold specie. 

Sir Isaac Newton had slicwn that the true value of the guinea, 
according to the market value of gold and silver at that time, 
was 20s. 8d. The House, however, did not adopt his recom- 
mendation to its extent, but they addressed the Crown to 
issue a proclamation to make guineas current at 21s. , In ac- 
cordance with this, the King issued a proclamation on the 22nd 
December, lYlY, making guineas cun*eiit 'at 218., and reducing 
the other gold coins for 23s. 6d. and 258. 6d. to 23b. and 25s. 
each. 

This was the last alteration made in the relative values of gold 
and silver coin, and now, in the language of the Mint, the price 
of gold was fixed at £3 17s. 10|d. an ounce, which is so sore a 
puzzle to many persons. This alteration in the value of gumeaa 
created some alann that it might be further reduced, and caused 
considerable confusion in trade, but, in Januaiy, 1718, both 
Houses of Parliament passed resolutiouB that they would not 
alter the standard of the gold and silver coins of tho Idhgdpni 
in fineness, weight, <>j denomination. 

By the reduction of the price of the gumea, the 
to silver was fixed at 1 5 g § to 1 ; but, as in lloll^d Pw 
the rate was 14|: to 1, a projSt still remained on 
and importing gold. Thus gold bmme the 0^^ 
in yiiich to make payments;^^to^ by thik 
^ la^t Q^tury^ it bec^e gradd^ly jp 
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comxperce; that gold was the standard of value. Tliis custom 
was &iaUy adopted as law in 1810. 

We shsill not here notice the great Currency Debates in 1811, 
as that is done in a subsequent chapter. We rejoice to see the 
great names of Locke and Newton establishing on incontro- 
vertible foundations the gi-eat fundamental principles of the 
Coinage, which are now at length happily adopted. 

Immediately after the cessation of the war, the Government 
took in hand the great work of a complete re-coinage. The 
great principle, so earnestly enforced by Locke, of having only 
one metal as a standard measure of value, was at length adopted. 
Duringihe course of the last century merchants had universally 
adopted the custom of paying their debts in gold, because, from 
the misi'ating of the Mint, it was the cheapest medium of pay- 
ment. All contracts had consequently come to be considered as 
payaVde in gold, and this was -now adopted as the sole legal 
tender. At the end of the 18tli century the*relative value of 
gold and silver had undergone a perceptible change in the 
markets of the world. Hence, the valuation that had been 
made of the two metals in 1717 no longer corresponded to the 
market value of the two metals, and if a silver coinage has been 
issued of the former dcnonnuatioii and weight, the very same 
eifects would havc^followed which liad been so often experienced 
before. It would innuediately have disa|>pearod from circulation. 
In order to guard against this, the power of private persons to 
have silver coined was taken away, ainl the [»onn<l weight of silver 
was ordered to be cut into 0(5 sljillings bi.stead of 02. But of 
these, four are kept back for exj)enses of coincige, and by way of 
seignorage, and only 02 are issued, but they are declared to be 
equal to £3 2s, in tale. The result of this is, that the present 
shillings pass current for rather more than 6 per cent, above 
their real value. In order to prevent any injustice to individuals 
frQiti Gjis depreciation of the coinage, it was enacted, that no 
tender of payment in silver above 40s. at any one time, should be 
legal, either by tale or by weight. This arrangement of the 
BbgHsib ooiuage has this great merit, that it allows a very 
ch^^ place in the market value of gold 

in the eurrewey^ 

tiliau had ever in so short a time, ereated 
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apprehensions in many persons’ minds that gold was going to 
•undergo a rapid dimunitioii in" value, siiriUar to had 
happened in the 16th century. If this were the case, it would 
bccGmo necessary to consider what should be done with the 
British coinage. It is not likely that Parliament would ever 
sanction any alteration in the weight of the measure of value, or 
in other words, alter the Mint price of gold. If such a dimi- 
nution ill the value of gold should take place, of whic*}! there 
does not appear, as far as can be conjectured on so doubtful a 
point, any very great lik(fliliood, the probable plan adopted would 
be to diminish the weight of the shilling to the 70th part of the 
pound. 

On a SEiaNOKAGis. 

. 18. In former times it was customary for the Crown to levy a 
duty, or profit, on coining, which was called a Seignorage. The 
actual expense oft coming is called Mintage or Jirassage, This 
profit formerly brought in a considerable rcveuuo to tlie Crown, 
and accordingly, the coin was frequently called in, and reucwod 
for the sake of the profit 

But by the 18 Car. II., c. 5, the seignorage previously levied 
was entirely abolished ; and it was enacted that whoever brought 
sterling silver, or standard gold to the Mint ihould receive back 
an exactly equal amount in w^oight of , current coin, without any 
defalcation, diminution, or charge for the assaying, coinage, or 
waste in coinage,” and certain taxes were appropriated for the 
expenses of the Mint. 

This continued to be law until the 56 Geo. III., c, 68, when 
the groat restoi’ation of the coinage took place at the end of the 
war, when the plan which had been advocated by Sir William 
Petty, Tjocke, Harris, and Lord Liverpool was adopted, of 
making gold alone Ibe standard money, and silver and copper 
only subsidiary coins. 

At the time when the Act of Charles IL win? passed^ the 
Mercantile System was at the height of its popularity, ahd h^ 
doubt it was considered of the utmost nation^ 
have as much specie as posmble in the cotintry. Though gold 
and silver wore equally legal tender, mlVjer 
the standard of the country, and the foreign /exchang;^^^^ 
always reckoned in the silver coinage. But hftet 
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guinea was fixed at 218., tlioiigh Sir Isaac STowton shewed that 
it was only worth 20s. 8d.V in consequence of its being so over- 
rated in cpmparison with silver, the custom became general 
among merchants to discharge all their debts in gold: and thus 
gold came to be considered as the standard of the country. All 
the best silver coins wore culled out and exported, and only the 
worn, clipped, and degraded coins remained in circulation. 

The question whether the expenses of coinage should be 
charged or not, has given rise to much difference of opinion. 

Smith shewed * that gold in coin was somewhat more valuable 
than in bullion in his day, because it was more convenient, and 
although the coinage was free, yet the bullion wdiich was carried i 
to the Mint could not be returned till after a considerable delay, 
and this delay was equivalent to a small duty, which rendered 
gold coin somewhat more valuable than gold bullion. 

This delay was so inconvenient to merchants that it was their 
custom to take their bullion to the Bank of England and sell it 
to the Bank in exchange for notes. Although the Mint was 
legally open to any one, yet, practically, the Bank was tlie only 
body that had gold bullion coined. Tlie Directors often pur- 
chased bullion at £3 1 /s, 6d. the oz; but the average price they 
paid for it during the 20 years preceding 1797, was £3 l7s. 7fd. 
the oz., or 2 Jd.under the Mint Price - ; this shewed the sum the 
merchants were willing to pay for the convenience of having 
their bullion i&imediately converted into coin ; and was in fact a 
duty to tliat amount. 

Smith thought* that a small seignorage, or duty, upon the 
coinage of both gold and silver \vould incroaso the value of the 
coin still more above tliat of bullion. This excess of value 
of the coin above bullion would prevent the melting down of 
the coin, and would discourage its exportation. If upon any 
public exigence it should become necessary to export the coin, 
the greater part of it would soon return again of its own accord. 
Abroad it coiUd sell only for its Weight in bullion. At home it 
w6uld buy more than tliat w'eight. There would be a profit, 
Gierofore, in bringing it home again. 

whoso scheme of coinage, a« 
deveidp^ the Coins of the Emlm, 

t i., ck. 5, 

^ torii Treatise <m the Omns of the * BooA Lv 6, 
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ultimately adopted, was adverse to any charge being' made 
for coining gold, the standard m&sure of pro^t^v ; Po saySy^ 
— is and has long been a dispute among w 
coins, whether the charge of fabricating coins, and. oyen a 
seigneurage payable to the Sovereign, should not be taken put 
our coins, as is practised in most foreign countries | and 
many eminent men have differed on this point, I incline to 
think, that the charge of ffibrication ^should not he taken 
from these coins which are the principal measure of property 
and jnstriiinent of commerce; and still less any profit derived 
from seigneurage payable to the Sovereign. 

Because this principal measure of property would, not in 
such case be perfect. 

/^ Because the merchants of foreign nations who have any 
commercial intercourse with this country, estimate the value of 
our coins only according to the intrinsic value of the metal that 
is in them; so that the British merchant would; in such casCjbe 
forced to pay, in bis exchanges, a compensation for any defect 
which might be in these coins; and he must necessarily cdther 
raise the price of all merchandise ami manufactures sold to 
foreign nations in proportion or submit to this loss. 

“ Because no sucli charge of fobrication has been taken at 
the British Mint for nearly a century and a half past; arid if it 
were now to be taken, the weight of the new Gold Coins must 
be diminished, to pay for thiKS fabrication. 

“And lastly, because these neAv Gold Coins would either dUlffer 
in weight from those now in currency, or, to prevent this evil, 
the whole of our present gold coins must be taken out of chreu- 
lation, brought to the Mint, and be recoined.^’ 

In accordance wdth this scheme, the 56 George ni.> p. 6^ 
which established the present system of our coinage, repealed 
(s. l.),lhe Act of Charles II. permitting everyone to have silver 
bullion coined IVee at the Mint. It enacted that in foturpf^e 
Pound Troy of standard silveifshould be coined mto 66 ishiUijags, 
of which 62 shillings should be delivered to the person 
the bullion, and 4 shillings retained, out of wbieh 
of coining should be first deducted, arid the 
be carried to the Consolidated Fund; 
legal tender for my sum above forty shillm^i 
^ Letter io ills 
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By 8. 11.^ the gold coin of the Realm is declared to be the only 
legid for paym the TJnitM Kingdom of Great 

Britain and Ireland. 

It was ordered by the Act, that after a date to be named 
by a Royal Proclamation, all persons might bring their 
stantlard silver to be coined .at the Mint at the rate above 
named. But no such proclamation was ever issued, and con- 
sequently it is only the Government which now has silver 
coined, as it may deem necessary for the wants of the public. 
Silver is coined at a charge of about 6 per cent.; and copper 
is coined at the rate of £224 per ton, which gives a profit 
of about 100 per cent. 

McCulloch has advocated tlic imposition of a seignorage on : 
the coinage : but we think that the arguments of Lord Liverpool 
are correct, and time has greatly added to their strength. i 

Those who argue in favour of a seignorage, that it would 
make coin more valuable than bullion, and so discourage the 
exportation of the coin and encourage its importation, have 
usually failed to observe that there is already a moderate seig- 
norage on the coinage; for the Bank of England seldom gave 
more than £3 l^s. Cd. an oz. for bullion, which was in fact a 
seignorage of 4^d, per oz. By the Bank Charter Act of 1844, 
the Bank is obliged to give £3 1 /s. 9d. per oz., so that there is 
a seignorage now of IJd. per oz. on coin. 

It may seem just, at first, that those who wish to have the con- 
venienoo of having their bullion converted into coin should pay 
for this convenience, as for any other manufacture; but we think 
that broad general considerations of public policy, at all events, 
finder present circumstances, outweigh such a reason. It must 
be remembered that all subsisting contracts, public and private, 
have been entered into on the basis of receiving a definite 
quafitity of gohi . buUioji j to charge therefore, the expense 
of' coifiageTiy a certain quantity out of the sovereign 
Would be a dis fraud upon all public and private creditors, 
fot ^ be entitled to compensation at the hands 

of thw debtors. Gom^ in foreign countries are of no more 
consequently to diminish the weight of the 
whole foreign commei^ bf 
Oountry^^/^^^^ many cases, too, in wlfieh it would 

^ expenses of coining ofi private 
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parties, Goiu, after being some time in circulation, 4imm^ 
ill weight by inevitable wear arid tear, witliout any bad p;ractices 
being resorted to ; now it is of the greatest national importanco 
that the coinage should be kept at its full legal standard,, and 
that light coin should be recoined. Blit how are private 
persons to be charged with this? Private bankers cannot 
weigh every sovereign they receive from their customers ; but 
when these bankers pay the light sovereigns they receive- in the 
course of business into the Bank of Englaucl, the Bank weighs 
every single sovereign it receives, and gives the banker credit 
only for the weight of bullion he pays in. The loss tUereforo of 
this light gold now falls on private banking companies. The 
Bank of England withdraws every single light sovereign paid 
into it, from circulation, and sends it to bo recoined. Now who 
is to pay the cost of this recoinage ? It is quite clear that 
private persons cannot be charged with it: and therefore the 
charge must be borne by the public. Tlie fact is, that it is 
a great national advantage to have the coinage always in the 
most perfect state, and the nation should pay for it: even 
though some individual merchants may reap a profit from it. 
It seems to be very similar in principle to the reasons for -which 
State subventions are given to Ocean Steam Companies to carry 
the mails. It might be said tliat those wdio reap the benefit 
should pay the cost in the postage of their letters. But it is 
held that it may be of public advantage that regular and rapid 
steam communication should be established between different 
countries, and consequently State subventions are paid to most 
of the great companies; and individuals reap the benefit of it. 
So it has been held a matter of public importance to devclope 
the formation of railways by State guarantees, by which tlie 
persons who travel by the railway are benefited. For the same 
reason it is a matter of great public importance to maintain the 
standard of the coinage, and flierefore the expense of coihago 
should be borne by the nation, even though some iudiyidqal 
merchants may profit by it 

Of a Decimal Ooinaob, 

19. We must now consider a question which has excited 
si^ierablo 4i«<5wssion in recent times, vise, : it is 
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ticable and expedient to decimalisse the coinage of England, 
Tlie great nionetai^ reforms which have taken place on the 
continent in recent years, and the immense benefits which have 
followed the, unification of the coinages of France, Italy^ Belgium 
and Switzerland, have naturally led many persons of great scien- 
tific acquirements to advocate the adoption of a Decimal System 
of coinage in England; and the assimilation of the coinage of 
this country to that of the great extent of Europe Avhich has 
adopted the French system, Wc have now to consider whether 
such a system can be introduced into this country ; and wliether 
there is any reasonable prospect of a uniform system of coinage 
being adopted hy all nations. 

20. A decimal coinage is one consisting of pieces related to 
each other in the ratio of 10, or some power of 10, 

There are three distinct systems of coinage — 

First Where the lowest coin of all, or even an imaginary 
unit below any existing coin is taken, and all other coins are 
multiples of that unit. ITiat is, where the coinage proceeds ex- 
clusively by multiplication. 

Secondly, Wliere some intermediate coin is taken at the unit, 
and other coins are struck both as multiples and as subdivisions 
of that unit. That is where the coinage is a combination of 
muUipUcation and division. 

Thirdly, Where the highest coin of all is taken as the unib 
and all others are aliquot parts of that unit. That is, where the 
coinage proceeds exclusively by sub-division. 

21. Now, in the first system it is natural that all accounts 

should proceed by decimal multiples of the unit. And, there- 
fore, there may be decimal accounts. But that does not neces- 
sarily imply a decimal coinage. Tlius, from time immemorial, 
the only coin in China has been the cash^ which is the 1000th 
part of the ounce of silver. This is the only coin in exi.stenco, 
and all sums are expressed as decimal multiples of that unit. 
This is attended with very great convenience, and calculations 
are veiy quicU^ performed, and travellers tell us of the expert- 
hess >rith children can perform long calculations. 

not a dechnal coinage, as there are no 

ihixltijples of 
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22. ThfC Frerich coinage is an example of the second system. 
I9 thlt tiie franc is the unit, and there are both multiples and 
divisions of the franc. The Napoleon is cqual to 20 francs, and 
there are divisions of the franc according to a decimal system. 
This coinage is decimal so far as the franc, but hot further, as 
the Napoleon is not decimally related to the frario. 

23. The Englisli coinage is an example of the third system. 
Li that the unit is the pound sterling, now a gold coin. And 
all other coins are aliquot parts of the pound sterling. The 
English coinage, therefore, proceeds exclusively by sub-divisim, 

24. Now, the decimal system of accounts having been applied 
with great success to the first system; and a decimal system of 
accounts and coins having been adopted with more or less 
success in the second system; a pretty strong feeling' has been 
excited, especially among scientific men, to apply the decimal 
system to the English coinage. That is, to make the diSerent 
pieces of the coinage related to each other in a decimal ratio. • 

25. At first sight such a scheme appears to have a great many 
advantages. It is much easier to cast up accounts decimally, 
than by our present plan. And it seems a very plausible thing 
to say, that as the integers proceed on the denary scale, so 
should the subdivisions. ITiat is, if it bo multiplied decimally, 
why should it not be divided decimally? 

26. This idea, however plausible it may seem, is utterly errone- 
ous. It is founded on the idea that integers expressed in tlie 
denary scale and decimal fractions are correlative systems. 
People see the figures on one side of the decimal point increase 
by powers of 10, and on the other decrease by powers of 10, 
and they jump at the conclusion that they proceed on the same 
principles. Nevertheless this is an’entire fallacy, and it is quite 
easy to shew it. llius, if we multijily 1* by 3*, we have 
exact answer; but if we divide 1* by 3, do we have ^3 an w 
answer? If we multiply J; by j2, we have 2^j bht 

P by 2, we have not ^2; but *6. Which 
mal fractions are diflerent in ; priho^^^^ 
jhtegei^ 
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27. To jshew this more clearly, we may multiply ah integer by 
any number we please— 2, 3, 4, 5, 6, 4fec., and we always obtain 
an e;sact result, which, for the purposes of convenience, we may 
reibkbh by groups of 10, It is; therefore, physically possible to 
multiply any unit by any number whatever, and obtain an exact 
resulji. 

28. ^0 may divide an integer by 2, 3, 4, 5, 6, T, &c., or 
any number, and obtain an exact result. Hence, division by 
the ordinary numbers is the correlative of multiplication by 
them. As we may multiply the unit any number we please, 
and get an ex^pt result, so W’e may divide by any number vre* 
please, and it is physically possible to obtain an exact result. 
Therefore, the common fractions are the correlatives of ordi- 
nary multiplication in the denary scale. 

29. But in decim.'il fractions that is not so. In these the only 
divisors allowed arc 10, and powers of 10. Hence, wdiilo wm 
may multiply by any number whatever, we must only divide by 
powers of 10. Thus instead of our divisors being unlimited, 
like our multipliers, tliey are restricted to a very small number 
indeed. And this consequence follows, that it is physically 
impossible to divide a unit exactly into any aliquot parts which 
are riot some po’wers of the factors of 10, 

That is, a unit cannot be divided exactly in decimals by any 
number which is not of the form 2'*- x 5^' 

30. Now, the immense majority of numbers are not of this form 
at all, arid consequently it is a matter of physical impossibility 
to divide a unit exactly by the immense majority of numbers. 

31f To shew how very few they are, we will shew how 
exirOiriely few there are in the natural numbers up to 1,000, by 
which a nmt can be exactly divided by decimal fractions. 

Taking potvers of 2, we have — 

X, 8; i6, 32, 64, 128, 266, 512, 1,024, &o. 

Tidcirig powers of 6, we have^ 

in decimals by any 

number except those in those two series, or those arising from 
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the multiplication of any one in the one scries by any one ih the 
Other. 

To shew how extremely few they are, we have only to se& 
how many there are up to 1,000. We sliall find that there are 
only 28 numbers up to 1,000, in which an exact division is 
possible. They are, 2, 4, 5, 8, 10, 16, 20, 25, 32, 40, 50, 80, 

100, 125, 128, 160, 200, 250, 256, 320, 400, 500, 512, 625, 640, 
800, and 1,000. 

32. Now, wliat should we say to a system of multiplication 
in which it was a physical impossibility to obtain aii exact result 
in the immense majority of cases? What shguld We say to a 
system of multiplication in which it was pliysically impossible 
to multiply a unit exactly by 3, G, 7, 0, 11, 12, &c. ? It is clear 
tliat such a system could not be tolerated for a day. 

33. Now, such a system as that would be the correlative of 
decimal fractions. It would bo one in which we were forbidden 
to multiply by any numbers except 10, and powers of 1.0; and 
therefore no niulti])liers which were not of the form 2^ x 5’ 
could bring out an exact answer. 

34. Hence we see that the analogy between decimal numbers 
and decimal fi'actioris entirely fails. In fact, they proceed upon 
different principles ; and it is manifestly the same w^ith any frac- 
tion expressed in the radix of tlie sede of notation. 

'llie unit may be multiplied by any natural number whatever. 
But it can only be divided by powers of the radix. Conse- 
quently, it can be divided exactly by no natural numbers whatr 
ever, except those composed of powers of the factors of the 
radix. 

35. Hence we see at once, that there is a fondam^tal distinc- 
tion between addition or multiplication in tlie denary scale, and 
decimal subdivisions, or decimal fractions. For all cases of ad- 
dition or multiplication, nothing cm be better than decimals, but 
for all cases of subdivision nothing can be worse,, 

3G. The cases, therefore, of a coinage, in which the unit fe 
lowest possible, and therefore proceeds by muUiplicatioh, w 
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that in which tlie tmit is the highest possible, are not only not 
parallef, but they involve principles vs^hich are antagonistic to 
each other; Where nothing but physical multiplication is 
wanted^ Nothing can be better; but where physical division is 
required/ decimal fractions are impracticable. 

37. Hence We see at once, that the analogy between coinages 
of the third system and those of the first entirely fails, and what 
is the best in the first is impracticable in the third. 

38. We have said that the essential peculiarity of decimal 
fractions is, that the unit cannot be divided into any aliquot parts, 
except those proceeding by powers of 10. Now this is a re- 
striction lliat no people would ever submit to in the common 
affairs of life. We constantly require to divide things exactly 
into 3, 6, 7, 9, II, 12 parts. No one would ever dveahi of pro- 
posing that persons should voluntarily preclude themselves from 
dividing a qtiaiitity into any exact parts under 1,000, but those 
of ,tlie 28 numbers above given. But that, is wiiat we should do 
if we were to adopt decimal sub-divisions exclusively. Such a 
notion is so monstrous, that no one out of Bedlam would pro- 
pose it. It would be just as rational as to suppose that we 
should adopt a system of multiplication in which none but tliese 
figures should produce exact results. 

39. Now it would be the state of greatest perfection if we 
could imagine the unit of value, such as gold, to be some soft 
substance like putty, wliich we could subdivide into any number 
of parts whenever M^e pleased. But as that is impossible, the 
next best thing is to have it divided into that number of pieces 
which contains the greatest number of divisors possible. Now, 
10 is not Only not good, but it is extremely bad. 

40. Now> dbnsideriug that the present unit of the English 

coinage is of gold, and of its existing magnitude, it Ls quite easy 
to show that there is nO division of it at all comparable to that of 
20, 12, and 4.; combination within the same coitquisa 

present^ such a richness of factors. For it has no less than 26 
faoforS) namely io, 12, 15, 16 , 20, 24, 30, 32, 
40/ 48, 60/^ 96, 120, 160, 192/240, 320, 480; whereas 

2 K 
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1,000 has but 14 factors — 2, 4, 5, 8, 10, 20, 25, 40, 50, 100, 12S, 
200, 250, 500. Heucc the immense superiority of the 
division of the pound sterling over that of the miliesimid one 
for all purposes of physical division is manifest, 

41. Moi-eover, every one’s daily experienco shews th^t while 
he naturally uses the decimal scale for niultiplication, he never 
thinks of confining himself to decimal expressions for sub-division. 
People want, every-day, halves mid quarters, and half-quarters 
of thijjga, and they call tliem so. But if we are to have decimal 
fractions exclusively, these expressions must be given up, A 
enuffy old woman in the Jlighlands wants quarter of an ounce 
.of snuff: slie must no longer ask for that, but slie mu^t ask lor 
a 25-1 00th of an ounce ! And so on. A nation of savuns might 
do that, but commou humanity never will. We want a half or 
a quarter of a thing. Tin* eye i>erforms the w^ork instanta- 
Mcpusly. But if we go to decimal fractions, Ave must first of all 
divide the whole unit into 10, or 100, and then take 5 or 25 of 
these parts. Such a statement shews the manifest absurdity of 
such a thing. 

42. The fact is, the wliole confusion is based upon the supposi- 
tion that decimal fractions are aiudogoiis to decimal integers, 
which is a complete delusion ; and if this distinction in principle 
had been fully considered, the question never w-ould have been 
agitated at all. 

43. Considering, therefore, these fundamental diflferences of 
principle between decimal fractions and decimal numbers, apd 
decimal multiplication and decimal division, we may state the 
following as ascertained principles with respect to a coinage 

1st. Where the unit of account is the lowest coin iti common 
use between man and man, and the whole eoiriuge xmhsists of 
multiples of that unit, the decinud system is by iM* tiio best, 
2ndiy. AVhere the unit of acbouut is a coin of sqnie low 
magnitude, the decimal system will have soifie cquvehi^m mjd 
some iiicoiivenicnces. And as the unit becomeiljiiai^ger, ilie prac-^ 
tical iucpiiveuiences will constantly increase, pver adyantagesi: 

3 rd ly , Where the im it of apeo ant is yei'y and pj^oed ^ 
above the immense majority of ^ 
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which tlieiv becomes one of almost entire subdivision, is an ix\- 
tolerable miisnnce, which could never for any time at all. 

44* From these considevations vve see tha.t it would be prac- 
ticaliy Jinpossible to adopt any system of doeitnal coinage in this 
coniitfj: so long as the pound stevling is the unit of account, and 
the couiage is one of pure sub-division. 

Other schemes have been i>roposed, based upon the penny^ 
ai)d4he farthing. Of these we. shall say something hereafter. 

45, It is unquestionable that, for matters of account on 
paper, especially in large numbers, ibe decimal system affords 
an immense superiority. It is no doubt triu?, that it is physically 
impossible to divide anything into .1, 0, 1y A?c., parts, by decimals. 
Wo can, lioweveV, carry it as near exactness as we please. The 
phiiosoplier can afford to balance this inconvenience against the 
other many advantages, and carry his calculations a few figures 
further with equuniniity, when he knows tluit tlie ultimate result 
will come as nearly true as he pleases. But it is a far differoit 
matter witli the daily transactions of life, where actual physical 
sub-division is required, and where the difierences which arise 
from an imperfect division give rise to everlasting and perpetual 
quarrels. No man who has not studied liistory can conceive the 
intolerable practical misery that a depreciated currency c«auses 
to a people; and the very same eficcts are produced by an im- 
perfect sy.4tem of subdivisions.. We sliall fi.nve amplo evidence 
of the truth qf tins in the course of this section. AVe shall now 
give some historical notices of the adoption of the decimal system 
of coinage by different nations. 

Of the Dccmial System of Coinage of the United States, 

46* The currency of the various American colonies was 
originally the ;smne as that of the mother country. But we 
have shewn nearly all the States had issued 

enormpus masses of p cuiTency, the effect of which had 
been to depteeia^^^ in them. In each State, too, thp 

potni4 nhdergo^^^ different degree of depteciatioii ; hence 
there %as, at tb® liihe of tfi^ Revallition, an immense cohfiisW 
between the curreno^^^^^ differcrir 
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pound sterling was grains of pure silver ; but tlie 

pound of Georgia was 1,54? grains; that of Virginia, Con- 
necticui, Rhode Island, Massachusetts, and New 
was 3,289 grains; the pound of Maryland, Delaware,; 
sylvania, and New Jersey w\as 1,0314* grains; and the ppiuid of 
North Carolina and New York was grains. 

■it. While, therefore, the pound, shilling, and penny had 
dilferent values in different Slates, the Spanish dollar Imd a 
general circulation throughout all the States, but with a 
different rating. In the New England States and Virginia, 
it passed for 72 pence; in New York and North Carolina, for 
9G pence; in the Middle States, for 90 pence; and in Georgia 
and South Carolina, for 5G i)once. 

48. Wlien the Congress was formed, they found it necessary 
to issue a ])aper curreiury, to <?ariy on the \var. If thiH had been , 
based on the pound, it would have caused intolerable confusion; 
besides there was no reason why tlie pound of any particular 
group of Slates should be ])refcrre<l to tlic others. Congress 
therefore adopted the plan of basing their paper on tlie Spanish 
dollar, which had a general currency throughout tlie States. 
And when tlie national independence avus secured, as it was 
necessary to have a national currency, the dollar was natUTally 
adopted as the national unit in 1785. 

49. Mr. Robert Morris, the Financier of the Aiucrican Revo- 
lution, seems to liave been the first who brought forward it 
scheme for 50 decimal coinage.. On the 15th of January, 1782, 
he laid before Congress an exposition of the phm. He proposed 
to have an exceedingly small unit, and that the coins shoiilcl bo 
incroased in a decimal ratio, so as to afford an easy calcnlatioh. 
This UTiit need not be a coin, but was to be a quartor of a grain 
of pure silver. The lowest silver coin should be 100 of; these, 
and be called a <^ent. To this 2 grains of coppeiy were to ; be 
added, so that the coin .should Avcigh 1 dwt. 3 gre/ 

these were to make fi quint, or 500 units, and XQ to make 
or 1,000 units,* This plan was not carried dnt) MrV Morris 
havin g r esigned, and Mr. Jeffferson, to whpm^^t^^^^ 
feri g| |p jH i.:7844 comddtnnng' the unit too 
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self sabsequently modified it by adopting a larger unit, which he 
assumed to be 12s. Od. sterling, This he called a pound, and di- 
vided by 10 ill a decimal ratio, mahing the pound 1,000, the 
shilling 100, the penny 10, and the doit 1. It was found that 
tlie Currencies of all the different States iniglit be reduced to 
this jBommon measure. The table of coins proposed in connec- 
tion with this system, was — the crown, of gold, of 1,200 doits; 
the half-crown, 600 doits ; the dollar, of silver, 300 doits ; the 
shilling, 100 doits; the groat, of 20 doits; and Die copper doit. 
Thus wo see that, though the accounts were proposed to be 
decimal, the coinage was not decimal, but binary and ternary^ 
In 1786, Congress accepted Mr. Jellerson’s i>lan, and adopted a 
system of coins of these jiaTrie>s: an eaglej to contain . 246‘268 
grs. of fine gold, to bo equal to 10 dollars: a half-eagle oii 
similar proportions; a dollar^ of silver, to contain 375'04 grs. 
fine; halfdolla,rs of similar proportions; a double dime^ of 
75*128 grs. of silver; half dimes ^ and cents ^ of copper, the 
lOOtli part of the dollar, and half cents. Thus, hero we see 
the units divided into halves, 

50/ This report was presented to Congress, but no action was 
taken on it/ In 1790, it was referred to Mr. Alexander Hamil- 
ton, the Seeretai^v, and in the next session he presented an 
elaborate report upon it. lie adoj)te<l the dollar as tlie unit, 
but contended that it; should not bo attached cither to gold or 
silver exclusively. XIc proposed that it sliouhl correspond to 
24| grs. of pure gold, or 371;[' grs. of pure silver, each to pass 
for 1 dollar in the money of account; the alloy of each to be 
l-12th, making the unit *21 grs. of standard gold, and. 405 
grs. of standard silver. Tliese proportions for the coins were 
adopted, and an Act to establish a mint and regulate tlie coins 
was passed in i 792. The alloy was fixed at 1 part in 1 2 for gold, 
aud for sUv alloy, and 1,485 fine. This proportion, 

bqwevor, was altered 1837, when the alloy both of gold and 
silver was ordered to be one part in 10. 

51. The introduction of the decimal system into the American 
coinage was a great triumph of science, and its 

authors with tlio boundless approval of 

ali eniiiiont in an d E If^ therefore, it had 
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been foimd ill practiee so very beneficial, Ave shpiild -natuM 
hayo expected tliat> during the period it has been iu? to now 
just 80 years, it Avould liave entirely superseded the fomev sys 
tern of poiuids, slvillings, and pence, and the binary division of 
halves, quarters, eighths, &c. We should have expected -that 
the existence of the former system would only have beeh/knbwU 
to professed antiquaries, who might have looked upon it some- 
what in the same light as geologists do the extinct races, of anb 
mals. And as for the common peoj^le, they never could have 
been expected to have heard of it at all. Hnt is this the fact in 
practiee? It is found not to be so. By law, the dollar is divi- 
ded into dimes, cents, and mils. But it is found in practice that 
the cent being taken as the unit, while calculations upwards are 
“Reckoned decimally, those fhwmccmls invariably proceed on the 
old binary scale; while the law deelm-es tliat there sliall be no 
division of the cent except by 10, universal mercantile ciisfoTii 
invariably proceeds V)y halves, quarters, eigliths, &Cv The mil 
is utterly ignored. Tims, Mr. Slater placed before the Decimal 
Coinage Commissioners, as an ordinary specimen of mercantile 
news, the following extract from a New Orleans Price Cur- 
rent:— ‘‘Louisiana sugar, ot* lair to fully lair (juality, is quoted 
at 7 to 7| cents per lb. ; ginger at 6 to C,| cents per lb; tobacco 
at 7J- and 8| cents per lb.; (and also, exceptUmalhj^ among a 
multitude of quotations, (‘xhibiting binary subdivisions, at 7/|j 
and cents), Green meat (pork) found purcliasors at 7} cents 
per lb.; and lard at 9| to 9| cents. On cotton, the advance 
withiivlhe w^eek has been fully ^ to ^ cent pci^ lb., whilst freight 
to Liverpool was taken at to ^ cents this year, against J to 
jjd. in 1855, and };} to |d. in 1854. *To Havre, cotton is taken 
oil freight at | cents. A ship was taken for Boideaitx at 
cent, and at Boston at cent.” No freights wiere quoted ut 
decinnd rates. Among the articles fluctuating in pfiee by J: 
cents, Averc found almonds, bacoti, bagging, coflee, hiij^s^ lead, 
rice, soap, spirits. 

52. Thus, we see, taking this as a speemen of 
custom in America, t)iat conimercial xijsti net obstinately 
the decihial tlivniioiVv notwithstanding it is 
law; And is dt possible., to-, conceive 
adopted it Arithout any law at 
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eiiiterl for their purpose ? just as some ^Blmercial establisbracnts 
in this country have adopted dedmals in thefebusiness, because 
it ansiyers thei^^ purpose, without any law at all. And no Avon- 
der, for th^ binary subdivisions being found to be those most 
convenient for commercial purposes ; 4ths could not be expressed 
in iess than two figures, 8ths in less than three; IGtJis in less 
tbah four ; 32uds in less than five; and C4th.s in less than six. 
Thus, for instance, in the above extract, § — ’625 ; -8125 ; 

*34375. What memory could stand such complexity? 
In the first place, it Avould bo necessary to recollect that three 
figures in the quotation meant 8ths; four figures meant IGths; 
and five figures meant 32 ik1s; and then all tlie varieties of these 
fractions. This example shows that, for pliysicai subdivision, 
d<H5imals are intolerable. 

Commercial instinct, therefore, utterly condemns decimal 
suVjfdivision. But does the common practice of small dealers of 
all sorts support it any better in coinmon life ? The evidence 
before the Commissioners as decisively disproved that notion* 
During all this long period of 70 years, it has-been found impos- 
sible^ to extirpate the old reckoning by sliillings and sixpences. 
Professor Kelland, Dean of the University of Edinburgh, 
travelled extensively through the States, and gave in a most 
valuable paper to the Commissioners. When a nation adopts a 
decimal coinage, it would naturally be exj>ected that they should 
adopt decimal weights and measures. Indeed, some of the sci- 
entific Avitnesses examined before the Pi iJ*]i amentary Committee 
and the Commissioners, seemed to think that there Avas very 
little use of one Avithont the other. But the Americans have 
not decimalized their Aveiglits and measures; they still retain the 
old pnes they learnt from the. mother country. Hoav is this, if 
decimalization bo so good? Still more should Ave expect that, 
they Avould have made up their parcels in shops in tens, instead 
of dozens^ to accommorlate their money; but they haVemot 
4eciii?aiized their parcels. Professor Kelland says, The 

legal system in Anicrica for dO 
years, a hair’s breadth as yet. ^ 

.^atne ipapet contains Valentines, in lots of 

tens” In a Cincinnati pap^Vj 
th^e were: ady sale, 1 00 dpzpn jars, lOQ dozen glaissi 
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100 dozen cans. Sliilliifes were the sums charged in Piuiadeli)lua, 
ill the hotel > This appeared very strongly^ too/ iit the hook 
catalogTies; The prices, though expressed in cents, were in reiility 
acconimodated to shillings. Some were marked 60 c>j which in 
reality meant 5s. C>d., Now York; others 63 o., which meant 
5s. New York, the New York shilling being 12^ cents. . The 
Now England shilling was I6| cents. On examining 12 pages 
of the catalogue, decimal prices were marked in 40 cases, and 
non-decimals in 11 7. Among book prices, 38 and 31 cents Were 
most frequent, being rcniiarkablo niiml>ers to choose if tliero Were 
lio particular reason lor it. Tiio fact was, the former mitnber 
meant 3s., and the latter 2s. 6d. New Y"ork. 

54. Nor was this oj)inion unsupported by intelligent natives. 
The Kcv. Joshua Leavitt, editor of the Inde 2 )emlent^ of New 
York, staled to tiio Committee of tlvc Canadian Asseinbljf^, in 
1855, — ‘‘I have no doubt of the superiority of the decimal sys- 
tem for the purposes of account; but ibr all the purposes of 
small circulation, in marketing, huckstering, .and the likej^I am 
persuaded that a duodecimal c\u’rency, like that of England, or 
like that which formerly prevailed in the city of New York, is 
far preferable. Thes(3 small transactions of daily life outnumber 
the transactions of commerce almost infinitely, and it seems iiu- 
possible to make a decimal currency as convenient in these as in 
the old cm’roricy. ()»i(? reason is, that the decimal currency ad- 
mits of only one aliquot division, that is, into lialves.” Mr, 
Leavitt tlien shews tlie excessive inconvcnieMco of this want of 
divisible power. Ho also said — ^^Yoii are aware that in our 
(L e., NewYVrk) marketing, and other small transactions, our 
business is still done in shillings and pence, the shillmg being 
one-eighth of a dollar, and therefore corresponding exactly in its 
value to tlie old Spanisli coin of one eight. The provittblal 
currency of New York, before the Eevolutiou, wfis framed upon 
the reckoning of 8s. to a dollar ; and when tlie Federal currency 
was introduced in matters of coin, the common people BtiU cilung 
to the old shilling as a matter of necessary convenience ip their 
pocket payments; and the experieuce of years 
the least dinunislved their attachment to this method 
ing in small paymen^t^^^^^^ * ^ M 

find the people of aJl ptirts of the country are Jearhmg 
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moi’o to use the vernacular currency of Kew York in their daily 
chafferihgj from one end of the United States to the other. 
You -will frequently hear people giving you the price of things 
in York Shillings and York sixpences. I think this experiment 
is conclusive, and ought to be satisfactory to prove that the 
duodecimal currency in small transactions is a great public 
conyenionce. I am sure it is only this actual and felt con- 
venience which has enabled it to maintain its ground for CO 
years. * * * * For myself, I liave no idea that we shall 

ever abandon the shilling ouiTcncy ; the lapse of generations has 
only fixed it more firmly upon us, and I fully liclitjve that in a 
few years Ave shall have a Congress so governed by common 
sense, and so alive to the convenience and welfare of the people, 
that they will legalise the York shilling and sixpence, as the 
eighth and sixteenth of a dollar, and Avill give us from our 
o wit Mint a corresponding coinage.” The Committee of the 
Legislative Assembly of Canjida reported that coins representing 
the eightiii and sixteenth of a dollar, were indispensable in small 
transactions in Canada; these coins being quite incompatlblo 
with a decimal coinage. 

65* The introduction of a decimal system of coins into 
Franco, was easier than almost any other nation. The French 
coins, like those of Western Europe, Avere divided into livres, or 
francs, sols, and deniers. But the successive depreciations had 
brought the livre, or franc, <1own to bcloAA" lOd., the sol was 
in fiict equal to ^d., and the denier had altogether ceased to 
exist as a c?oin. The franc and the sol were therefore all 
th^t Avere wanted. It Avas only to call it five centimes instead of 
one sol, and the thing Avas done. Nevertheless, slight as this 
change y^as, it Avas ettected Avith inconceivable sloAVness, if 
mdeed it can be said to be done yet. The name of the livre Avas 
abolished, but that of franc retained. In order to make it 
weigh 5 grammes, it was found necessary to increase its weight 
by l-SOth part. Slight as this difference Avas, it gave rise to 
great disturbance. Dr. Gray says, Even now, at the distance 
of more tjmn half-h-cei^^^^ it is by no^ means universally 
adopted : accounts, or still less in the great 

of Jordiiiary As long as the old livres 

remained in Avere tencXerecl in place 
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of a franc, it became a constant source of contention lirhidh^p^ 
was to be the loser by the bargain ; one ot the otbw mttst be so, 
as there was no coin to represent the actual diiflfbreaon, and the 
debate frequently ended in the weaker party pyitig two 
centimes, or one fiftieth-part instead of one eightieth over 
and above the livre ; or as a centime was a rarity seldoitt Sj^h.a . 
livre and a sol were combined to represent a frauOj and thus the 
Tcceiver obtained three and three quarters per cent, boypnd the 
real value of the new coin as compared with the Br, 

Gray says that even now accounts are still frequently kept 
in livres, sols, and deniers, in the provinces, and even in Paris 
itself the prices of most of the common and smaller article-s 
are constantly expressed in sons. GalignanVs Messenger is 
marked ten .so?£s, not fifty centimes, or five deciiues. In 1866, 
an ordonnance was issueil to prevent people crying articles 
in the streets in sons! So long do the old habits of the people 
on so small a matter contmue against all Um eftbrts pf a 
powerful government. 

66. The French introduced their decimal system of monies 
into Saniinia in 1'793. The Urn was diminislmd to an equality 
with the franc; 100 old Piedmontese lire being coined into 1 18 j 
new lire, or francs. The Sardinian money is now in all respects 
the same as the French, the coins of tlte two countries passing 
freely in each other. Tlii.s change was continued by the restored 
dynasty, after the overthrow of the P’l'ench Empire. By Laws Of 
the 12th of August and 7th September, 1810, and 4th and 9th 
December, 1820, the new lira was declared to be the money of 
account, and all contracts were ordered to bo made in that coin. 
In 1827, tliis system was extended to the Duchy of Genoa, and 
in 1843 to the island of Siirdinia. And. suice the miifipatibn, of 
Italy, the French system of coinage has been adopted , thr6%h- 
out the country. 

67. The French introduced the decimd systOiri hito 

in 1803. It wa.s suiipre.s.sed in 1816 in favour of thnil^iiii^l 
system of the EetMbriands, but the Frcnch%8teia-^^ 
in 1832. Before 1803, there were four 
coinage legalized, and in common use ; hatu^yi ifep 
coatwuing twenty ’ scljinings, each schilling 
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eiglit peiiuioghens, and each penninghe three my ten. This 
motley used for caJculatiug the foreign exchanges, 

especially that upon London, and was continued so late as 1843. 
The great conunorcial houses kept their accounts in florins, di- 
vided into 20 sous, and each sol into sixteen dcnicrs. '^Plns was 
alsd ufiedin the exchange ^n Amsterdam and Hamburg, The 
Brabant florin, containing twenty sous, and each sol into twelve 
deniers, was tlie money used in the transactions of daily life. 
And. lastly, the govern men t accounts were kept in livres tournois, 
divided into -twenty sols of France, and eacli sol into twelve de- 
niers/ It is not surprising that the establishment of a single 
uniform system like the French was found to be a great improve- 
ment over such complication. But even liero the immense time 
necessary to change the habits of a people is seen. The higher 
eomntercial classes in the cities keep their accounts in francs and 
centimes, but the old division of llrabant-guilders and stivers 
are still maintained by the small tradesmen and shopkeepers, 
though these coins have no monetary rep resen tativevS. In usual 
life, eveijr man in Belgium is com])cried to have constantly at 
"hand his tables of reduction of the various monies, both past and 
present., 

58. Up to 1848, the Swiss coinage was in a state of fearful 
confusion. Each Canton coined money for itself, which would 
not pass in the neighbouring ones. Numerous coins from France 
and Germany also passed current at dittcrent denominations. 
The FcderaL constitution of 1848 took away the power of the 
Cantons to coin money, and placed it in the liaifds of the Federal 
aathoriti^s, and demanded a monetary reform. In 1850, a new 
Federal law on coins was passed, which was brought into effect 
dm*ing 1851 and 1852i The moneys of account and usage were 
as^Wlated to the Frencl^ and nil the old ones withdrawn and 
destr^edw^^^ an enormous improvement, this was, may be 

judged by Triimliler to the Deciimil Coinage 
Cbmmissioto that before 1850, there were currotit 

^taU German florins, Austrian swanzir 

subdivisions of the above, and 
iab03ut:t6&^ The legal value of most coins 

wl| ; and the current y^ue dif. 

fered ” Thus the sanie coinage 
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circTilates throughout Fi-ance, Belgium, Switzerland, and -Italy, 

to the immense relief of travellors. 

SO. The late kingdom of the Two Sicilies had a coinage of 
which the ducat was the unit, divided into 10 e^rlinl, and 
each carlino into 10 grains, and each grain into 10 calli. But 
accounts were kept only in ducats and grains. Payments, 
however, were seldom made in ducats, which was a very rare 
coin, but in Neiipolitan dollars, worth 12 carlini, or 120 grains. 
And here we have a curious example of a decimal system 
of .accounts, with a duodecimal CAviiiiigc. For .the coins in 
circulation u'ore the dollar of 12 carlini, or 120 gi’ains; half- 
doUans of 6 carlini, or CO grains : pieces of 4 carlini, 3 carlini, 
2 carlini, 1 c.ar]ino, and h.aJf a c.arIino. Copper coins are in 
common use, of half a carlino, t, 2-|-, 2, l^-, 1 grain, and 
half a grain. 

Tills is a veiy strong and striking exmnple of wh.at wo said 
above, that as soon as the unit of money becomes of any mag* 
nitude, the pnietical purposes of life irresistibly demand a (kio- 
decimal coinage. The very same thing as is manifested in 
America. «. 


60. The Netherlands, like most other countries, were afflicted 
with great monetary confusion. The b.asis of the whole, how- 
ever, was the llorin, containing 20 .slivers, or 20 jieuce English, 
in 1821, this coin was taken as the unit of the system, and 
divided into cents .and half-ccuts. In this case wo obseiwo the 
tonsitions was e.\;tremely e.asy. The stiver was already the 
20th part of tho*lloriu, and its name was simply changed into 
5 cents, as in Fr-ance. Hence nothing new required to be done ; 
it was simply to abolish a number of the old coins. 

61. Portugal is .an example of a country Laving a single unit, 
like that of China, and all the coins being multiply, of that unit. 
The Portugese unit is tlic rei, being equal to,^ of a penny.' TO 
smallest coin is the 5 reis, or of a penny. But though all the 
moneys of account wore decimal midtiples of tim rei, the 'com-:' 
age was not so. The coinage consisted of nmidqrew^ 

reis I rvusadoes, 400 reis ; cruzados riovosj of pintd, rets ; 
quartiuhos, 1,200 rds ; testoons, 130 reis } and ^itet^, 20 
This coinage has, "however, now bemi joteli^ed^ aM h& sbtf ; 
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been decimalized, a» veil as the accounts. The change came 
into operation in 1857. 

62. In Russia, the silver ruble is tJie standard, being about 
87 or 39 pence. This is divided into 100 copecks, and the 
copeck is divided into halves and quarters. The silver ruble 
was established as the unit of money in 1840, in place of the 
ruble of» assignation, to Vliich the issues of depreciated paper 
had reduced the Russian standard. The silver ruble was equal 
to paper rubles, but the sub-divisions of the latter were the 
same. And here we perceive that as soon as it went below 
cents, the binary division was found necessary. 

63. In Greece the drachma is the unit, being in value about 
SJ^d..; this is divided into 100 kqita, the latter being about of 
a tartliing. The draclima, however, is an imaginary coin, and 
foreign coins of gold and silver are ciirreut at a rcigiilated value. 
The only Gr(3ek coinage is copper. Hence, although accounts 
are kept do<3imany, there is in reality no decimal coinage. 
Drachmas, half and quarier drachmas, are supposed to exist. 
Here we see as usual binary division for practical purposes. 

64. Such are the examples of actually existing decimal sys- 
tems both in accounts and coinages, and we vShall find that they 
will throw much light upon tlie important question whether it 
is expedient to decimalize the coinage of this country. We 
observe then, (Jiat tlie highest miit in a decimal system of coin- 
age is the American dollar, which is divided nominally into 
dimes, cents, and mils. But practically, the only moneys of 
account are dollars and cents. Tluj next* highest was the Nea- 
politan ducat, 41 j pence, divided nominally into lOths, lOOths, 
and IjOOOths* But in practice the accounts were kept in ducats 
and grains only. The coinage was entirely duodecimal. The 
next highest iiiiit is the Russian ruble, about 38d., both nomi- 
nally and in practice, divided into 100 copecks; but the copeck 
is divided into hiilves and quarters. 

Then comes, the JTetherlands, with its unit of 20d., divided 
into cents, tod cents. The® the French, Swiss^ 

Belgian^ and Italito toit of lOd, nearly, divi^d nomintoy into 
docimes, centimes, tod practically oidy into frtocs 
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cents. Here the ceii^ a coin 
tinry use diat there is no occasion for its divisicny andj^het^ 
in coihliievcial trausaotions it is so or i)oy have no inioriuar 
tion Tiicn comes the Greek mnt, also divicled into W 
and lastly, tl)c Porlngtiese unit, which is below tlfo piu^jfee 
common life, and, therofore, does not require divisidii/ ♦In all 
of these \re observe tiiat practically people refuse to go below 
cents ill tJieir accounts; so that avc ntay fairly consider them as 
the pivots of the coinage, and whenever they go beloyvcehts in 
business, they invariably jf^'ect the decimal division, aiad adopt 
a binary one. And this becomes clearer as the iioininal unit 
becomes larger, 

05. The question of decimali/jng tlie coinage and accounts of 
this country lias been mooted at A-arioiis times. In 1816, a 
Koyal Conunission was ai'ipointed to consider the possibility of 
establishing a more uniform system of tv eights and measures. 
They reported that the existing sub-division of weights and 
measures was far more convenient for practical purposes than 
the decimal scale. In 1821, Sir John (afterwards Lord) Wrot- 
tesley brought forward a motion in the House of Commons for 
inquiring into the api>licabilily of the decimal system to coins, 
lie proposed pounds, double shillings, and farthings, reduced 
four per cent, in value ; in fact, what is now known by the name 
of the pouqd and mil scheme. The motion was, however, with- 
drawn, and the currencies of England and Ireland were soon 
afterw’'ards assimilatCil. The standards of weight and, measure 
Avere lost Avhen the Houses of Parliament were burnt, in 1834, 
and in 1838 a Oomniission Ava.s appointed, consisting of the 
Astronomer Koyal (Mr. Airy), the President of the : 

Society (Mr. Francis Baily), Mr. J. E. Drinkwater Bethune, 

Sir J. W. F. Herschel, Bart., Sir J. G. Shaw Lefevjre, >Sir W 

Lubbock, Bart.., the Very Rev. George Peacock, Dean 0 ^ © 

Lowrulean Professor of Astronomy, and the Rey< 

slianks, all men distinguislied in science, but hot one b^tOTg 

practical knowledge of commerce. The Commijssioneft report^ 

in 1841, stroiigly reeomiiiending the deciimUizdtionv 

age, on the same system as alrea,dy proposed 

tesley. Itt 1843, (i(g second Commissioh waS iippoiute^^ 

uig the names of the Astremomer Rby^, Hei^cbeli ^ 
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J.vG. S. Lefevre, Sir J. W. Lubi)Ock, the Dean of ^ Ely, and 
Mr. Sheepshanks, members of the former Commission, to 
whom, were added, the Marquis of Northampton, President 
of the Kciyal Society the Earl of Rosse; Lord Wrottesley; 
and jprofessor Miller. The Report of this Commission, com- 
posed exclusively like the former of men of science, agreed 
with the former^ and proposed to carry out its recommend- 
ations. 


06. In 1847, a motion was made in the House of Oommons, 
by Sir John Bowring, on the 24th April, for an Address to the 
Crown in favor of the coinage and issue of silver pieces of the 
value of 1-lOth and 1 -100th of the 2 >ound sterling, in order to 
introduce the decimal subdivisions of the coinage. The mo- 
tion was withdrawn, on the cngagernoiit of the Chancellor of 
the Exchequer that pieces of the value of the tenth of the 
pound should be coined. This was done, and these pieces 
called floriu.s, are now in general circulation. 

07. On the 26th of March, 1853, the Commissioners of 1843, . 

bearing that a coinage of copper was in contemplation, addressed 
a letter to Mr, Gladstone, then Chancellor of the Exchequer, 
strongly urging upon him that this copper coinage should be in 
piecej? of the value of 1-lOOOth, 2-lOOOths, and 4-lOOOths of a 
pound, being 4 per cent, below the present farthing, half-penny 
and penny, with the view to the introduction of the decimal 
system. On the 5th of April, Mr, Gladstone was asked in the 
House of Commons whether it was the iiiteution of Government to 
carry out the decimal system, by coining the new- cojiper money 
on that scale. The Chancellor replied that there was no inten- 
tion bn the part of the Government to make any change in the 
copper coinage. Nevertheless, considering the great importance 
of the subject, they would support the motion for a Committee 
by one of the m ' Accordingly on the 12tb of April, on 

the rnotion of^M^^ Brown, member for South Lancashire, a 
Gpini#ttee was ap^ consider and report upon the exv 

pcc^ency or bth^iyise^^p^^^ decimal system of coinage^ 

6S. This^ C twenty-fivQj^ witnesses, of 

whp*» we in %ottr of coinage, and ; 



432 


[ClTAl*. VI. 


PRINCIPLES OP ECONOMICS. 

mended the pound nnd mil scheme^ as the plan of the fom 
Commissioners was called, with the exception of Mi\ 
member for Newcastle, who strongly urged the expediency 
of making the Jd. the basis of the coinage, and inultiplyin,^ 
from that imit. This would make the pound sterling eqii^ to 
£1 Os. lOd. The Committee made their report on the ist of 
August, strongly recommending the adoption of the pound and 
mil scheme. They recommended the withdrawal of the half- 
croAvn, the 3d. and 4d. pieces, and the introduction of copper 
coins of 1, 2, and 3, mils, and silver coins of 10 and 20 mils* 

09. n»e Report of the Committee excited much discussion in 
tlie newspapers and among the public, and was followed as 
usual by a great eruption of pamphlets. But a most extraordi- 
nary dilferenco of opinion soon manifested itself among the 
zealous advocates for a decimal system. No less than eleven 
different schemes were brouglit forward, and urgently pressed, 
all based on some particular coin of the existing nioneys. Most 
of them, too, were hostile to the adoption of any rival scheme, 
and prefeiTcd to maintain tlje existing coinage rather than have 
any plan but their own adopted. These rival schemes introduced 
greater complexity into the question. In 1855, the House of 
Coimuons passed a resolution, by 135 to 56, in favour of the 
further extension of the decimal system. But, before finally 
deciding, the Government referred the Tvliolc matter to a Com- 
mis.sion, composed of Lord Moutoaglc, Lord Overstone, and Jlr. 
J. G. Hubbard. This ComniisKsion made a lireliminaiy report in 
April, 1857, signed by all its members. They examined a num- 
ber of witnesses, wlio \^^erc adverse to the pound and rail sefieme, 
and they prepared a series of questions to be addressed to 
eminent persons who lived in foreign countries, where the deci- 
mal system was already in use. Moreover, Lord Ovorstohe 
prepared a series of questions, framed with a view of bringing 
into distinct notice and examination some of the advauitages of 
the present system of coinage, and some of the priuoipail diffir 
oulties and objections which have been suggested ^ att^ndin^ 
the introduction of a system of decimal coinage.. 

70. The evidence given before this Commisridh, toge^ 
with the e^perieneq gathered from foreign and the 
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ans^rs to Lord pverstonc’$ questions, may be said to have 
completely aspect of tho ’quostipn, and to have 

conpluaiyely settled It against the decimalization of the English 
coinage^ the Commission, and 

the delivered on the 6th April, 1850, signed 

only iby^^^& and Mr. Hubbard. Tiie conclusions 

which they jointly arrived at were, that the experience of 
foreign ^eoifhtries, where the decimal coinage had been intro- 
duced, was full of instruction and warning to us; but the 
circumstances of this country were so different that no safe 
conclusion could be drawn from them. That commercial men 
as well as others were greatly divided on the vsubjcct. That it 
was difRcult to come to any useful condusion as to the merits 
of the pial system in the abstract, and distinct and peculiar 
difficulties lUteuded eacli separate form projiosed for adoption. 
That the penny scheme had many advantages over the pound 
and mil scheme; nevertheless tlnft- the state of public feeling 
would not allow the pound to be disturbed. That as regarded 
the pound and mil scheme, there appeared to be an advantage 
in calculations, though llie extent of the advantage was much 
disputed. That wdth regard to the reckonings of the shop and 
the market, and for mental calculations generally, the present 
system was unquestionably the best, as well as regarded ‘the 
coins, provided by the rival schemes, Tliat the pound and mil 
scheme could not be looked upon as a demonstrative improve- 
ment but ratlier as a doubtful experiment, attended with many 
transitional difficulties, partly of a moral character, arising from 
the difficulty of changing established usages and habits, and 
partly mechanical, arising from the noii-interchangeability of 
the old? mid new coins. 'Hie advantages of decimal accounts 
might be attained without disturbing the coinage, by a more 
extensive use of the practice now adopted at the National Debt 
Office, ani^the principal Assurance Offices. That under existing 
cifcumstahceSj it^^w desirable to disturb established habits 
by ^ any new principle into the coinage 

alone. 

71. Th joint resolutions adopted by the two 

Cotnmii^aib’ners. But Lord Oyersto^ 
ittost hbly obtained by the 
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Commissioners, and weighing the alleged advantages aiid (^j^ad^ 
vintages of each scheme with perfect impartiality. T 
and convincing way iii which the question is argued ip all its , 
different bearings, may be considered to have finally dispdsed of 
the subject. 

The result of this inquiry has also disposed of the question 
whether it be possible to hav’^e an Intcriiationar Coinage. We 
have seen that it is practically Impossible to alter ^hp Hritish 
Coiriage,* and certainly it cannot be expected that so large a 
portion of Europe as have felt the benefit of the French system 
will consent to alter theirs. A new element has also recently 
been introduced into the question. Before the recent wars of 
Prussia against Austria, and Germany against France, there was 
a great confusion among the coinages of the different German 
States, and, if things had remained as they were, they might 
perhaps, one by one, gradually have adopted the French system. 
But GeiTnany is now con soli^ ted' into a single great empire, and 
it is intended to have a coinage of its owm. We believe that the 
details of it are not yet completely settled ; but it is understood 
that it will not bo the French system. We believe that it is 
intended to issue gold pieces of 20 niarhs, the exact eqtiiyalent 
of the British sovereign ; i&d so the mark will be equal to the 
sliilling. 



GnAPTER Vli. 

THE THEORY OP CREDIT 

RlfiMAKKS. 

Skotion I. Investigation of the Nature op Credit. 
SbctiSn II. Op the Transfer op Credit, or Debts. 
Section III. Of the Limits and Exitnction op Credit. 
Section IV. Of Commercial Credit. 

Section V. The Theory of Banking. 

Section VI. On Banks of Credit Poncier. 


Preliminary Remarks. 


We have now arrived at the considcratioTi of the great subject 
of Credit, the great marvel of modem commerce. What the 
Steam Engine is in Machuicry, what the DilForeutial Calculus is 
in Mathematics, that is Credit in Commerce. 

In the preceding chapter, we discussed the Theory of the 
Coinage in which Values Avere originally estimated. But in this 
country, and in some others, Credit has su])erse(led Money as a 
Medium of Exchange to an extent of Avliich few peo}}le liave the 
most distant conceidiou : and it is just .as impossible to have a 
correct idea of the Theory of Prieea ivithout a thorough know- 
ledge of the meclianism of the System of Credit, as it would be 
to understand the phenomena of production without considering 
the effects of maohineiy. 

To understand the subject of Credit, the most important 
branch of Commerce and Mercantile Law, properly, it is neces- 
sary to give a succinct account of the history of Roman Law re- 
lating to tJie creation, the sale or transfer, and the evtinetiou of 
I)ebt«. Roman from exactly the same pfinciplo 
regarding the transfer of Pebts^ as is the present Common Law 
,;<>f England ^ centuries,* being moulded by a long 

series of i%8triouB was brought to a sta^ of simplicity 

and perfection, which w^as declared L^w, by the liegislatibii 
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of soon after the beghtning of the These 

doctrines were adopted and confimed in the 

onfled. the Basilica, promulgated by the BasUian 

I d til century. The Code of Justinian, therefore, 

of Credit, was the Common Commercial Law of Ehrope, oi<5<5i>t 

England, and except where it may have been modified by special 

legislation in different countries. 

The Common Law of England with regard to the tremsfer Of 
Debts, is exactly what. Roman Law w as at the time wheii ' the 
Romans abandoned Britain, as stated in the Institutes df Gaius^^ 
While Equity, which was for many hundred years adininistercd 
by Churchmen distinguished for their knowledge of the Civil 
Law, adopts the more advanced doctrines of the Pandects. 

At the present time, Credit is by for the most gigantic spedies 
of Property in this country, and the trade in Debts is beyond all 
Comparison, the most colossal branch of commerce. The subject 
of Credit is one of the most extensive and intricate branches of 
the Law' of Property. The merchants wdio trade in Debts—- 
namely Bankkus— arc? now'' the Rulers and Regulators of com- 
merce: they almost control the fortunes of States. As there are 
Shops for dealing in bread, in furniture, in clothes, and, every 
other species of property, so there are shops, some of the moat 
palatial structures of modern times, for the express purpose of 
dealing in Credit : and these shops are called Bantcs. 

And as there are corn markets and fish markets, and many 
other sorts of markets, so there is a market for buying and seUr 
ing Foreign Debts, w’hich is called the Royal ExciTAyo», Tims 
Banks are nothing but Debt shops, and the Royal Ex^chang0 is 
the great Debt Market of Europe. 

It w'as out of discussions on the Nature of Credit thaf the 
modem science of Political Economy took its rise, atid yet it fo 
the subject which has been least understood by EconbmfeaV widr. 
ters. Considering tlie mighty part which Credit play^ in 
commerce, and the effects it has had for weal or 
aations, we sliould n.aturally have expected 
would have thorouglily worked put the subject, 

been unanimously agreed'u^ its nature 

this from beiug the case, that on jio subject pOssjbfej 

ate they foore variance with each aha with th^ih* 
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isielvefl. To understand the of Giredit properly, requires 

a tl^rpugh settlemea^^ all the Fundamental Conceptions 

ill the which has hitherto been almost entirely neglected: 

ahd see the benefit and the 

dtilfty of having given so much labour to generalize the Funda- 
meiital Conceptions of Economics. It requires a knowledge of 
some of the moat abstruse branches of Law: and indeed to ex- 
plaia some cases in Credit was too much for some of tlie most 
eniineht judges on the bench. In one case Lord Eldon said^ — 

I thinfe that I argued the case of ex ixiHe Walker^ and I must 
say that the speculation about paper certainly outrun the grasp 
of the wits of the Courts of Justice. This sort of circulating 
puzzled as able a man as ever sat liere — Lord Thurlo\v.>' 
* , . . • What was to be done then? Tl»e Court Aras 

puzzled and distressed. At last however Ave came to an anchor- 
age in that case — ex parte Widker, I have no difficulty in saying 
that I never understood it. I am satisfied that though no doubt 
the Oouii; understood that iiidgmcut, yet none of the counsel 
did.^’ 

Truly says Daniel Webster' — Credit is the vital air of the 
system of modern commerce. It has done more, a thousand 
times, to enrich nations, than all the mines of all the world. It 
has excited labour, stimulated mamifactnros, pushed commerce 
over every sea, and brought cA^ery nation, every kingdom, and 
every small tribe among the races of men to bo known to all the 
rei^t; it has raised armies, e<piipped navies, and triumplung over 
the gross power of mere numbers, it has establislkcd national 
superiority on the foundation of intolligence, Avealth, and well 
directed industry.” So also an able French Av ri ter, M, Gustave 
du Puynode, says* — “ However fruitful have been the mines of 
Mex^o find Peru, in which for a long time after Columbus, 
seemed buried Uie fortune of the world, tlierc is yet a discovery 
ittpre precious for humanity, and which has already produced 
more wealth than Ameriejt: that is the discovery of 

Credit^ a w imaginary, but vast as space, as inex- 

haustible tlie resQurces o the mind*” These desfiriptions are 
todoubtedl^ tme pufortunately there is a reverse to th^ 

ISlh Mardi^ tS34. 
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medal If credit in modem times, when rightly used, has pro- 
duced all these wonderful effects ; when misused, it has ppodttped 
catastrophes of a corresponding magnitude. False theories of 
Credit, and the abuse of Credit, have produced monetary cata- 
clysms, which have shaken nations to their foundations, and 
whose direful effects liavo only been equalled by those of the 
volcano and the earthquake. It, is, tliemfore, of the deepest 
national importanco to investigate and establish the true Theoiy 
of the subject. ‘ ' 

TJie investigation of this subject, moreover, opens up another 
most interesting branch of inquiry. For considerably moi’e than 
, a hundred years Matboinatieians liave been in the liabitof calling 
Debts ‘‘Negative Quantities.” But very few have given any 
explanation of what they meant by calling a Debt a Negative 
Quantity,” and those who Ijave attempted it, from the w^ant of 
knowledge of the principles of Law and the facts of commerce, 
have cornpletoly failed in giving an explanation which can be 
received as suitable for Economic Science. 

It is well known that, though Mathenniticians bave4)een in the 
habit of using the Algebraical Signs for many hundred yeara^ it 
is only w'itbin the present century that the Theory of these signs 
has been completely worked out. We must therefore explain 
the Theory of Algebraic Signs, and the principles of their use in 
Mathenui^tics and Natural Philosoi)hy, and then give an expo- 
sition of the of Commerce, and tlien discover wdiat inter- 

pretation of these Signs is suitable for the circumstances of 
Economics. 

And when have combined these thingvS togethcr-—an expo- 
sition of tlic facts of commerce — an exposition of the Law of 
Credit — and sliewn the appliG,1tion of the Theory of Algebraical 
Signs to these facts, we shall find a most beautiful exempllifi^ 
ation of tlie use of these signs, strictly conformable to their 
in Natural Philosophy. We shall find that the D<jK3trin<3S of 
Law, the Practice of Comm#cial men, imd the Theory of 
agree with e:ich otl ler. W e shall be able to carry the Theory of 
Credit even to a greater state of perfection tha^ 
the Roraai)^ Lawyers ; and we shall be able Jto^ 

of whiclrthey did not 1^ quite in a satis^ 
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factory state* And though we shall give nothing but a simple 
exposition of the existing mechanism of the systemy we shall be 
able» for the first time, to bring Economic Theory to the level of 
Cochmoroial Practice, and present results which will startle and 
amaze our readers. 
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SiflCTIONX 

iNVKSTIGATrON OF THE NaTUKK OP G»EDIT* 
PEPiNTTJON OF CREDIT— O.V THE DiSTIXOTIQN BETWEEH A 
MENT AND A DeBT— Ok THE AmIHGOOIIS MbANING 
WORD Loan— On certain erroneous Lde as as to vra 
Nature of Credit — On the Application op the Theory 
OF Algebrakjal Signs to Econoaiics. 

The Definition qf Credit. 

1. Credit, in Legal and Commercial language, is a RiGire of 
AdTON against a person for a sum of money. 

It is the Name of a species of IncQj'poreal Property, which is 
also very frequcnily termed Debt in popular language. It would 
be a great advantage if the Debt afid Credit av ere dis- 

tinguished, as we shall afteiwards point out: but there docs not 
seem any probability that the popular usage of the Avord can be 
ainended. Much confusion is undoubtedly owing to the circuih- 
stance that the Avyrnl Debt is used both to denote the Right tci 
demand money, gind the Duty lo pay mOney. 

.. Credit is the loAvest form of an annuity: it is aii aritmity of 
one term : an annuity in general, is the right to demand a series 
of j>Jiymonts : Credit is the right to demand a single payment. 

An operation on Credit in commerce is a Sale, or an Exchange, 
in which ^ono, or both, the Quantities exchanged is a Debt. . \ 

The System of Credit consists in the Creation, the Sale Or 
Transfer, and the Extinction of Debts. 

It is divided into two branches — 

Jst. Commercial Credit; Avhich principally cbnsists iri: the 
sale, or exchange, of commodities for Debts. 

2ndly. Banking Credit ; Avhich consists in the 
exchange of Money and Debts for other Debts. 

Betbre, however, wo proceed to the exposition of the system 
Ave must clear up certain obscurities and arabiguitibsjrhioh are 
the cause of much iiusapprehension on the subjeet. 

On the Dutimtian between a Baixke^ 

2 . vATo must now call especial 
greatest HhportatiCCj W may be called 
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Ecpt^oniic! Science. It iai perbaps, somewhat of: a 
and would not be perceived by any one hot conyeratot with law 
mid oommerce. But it is one of those delicate subtleties which 
occur in all sciences, upon which the most important conse- 
quences turn, and it is, in fact, a confusion on this point, which 
is the root of most of the false theories of Ciurency and 
Credit, which have produced such terrible catastrophes in the 
world., 

two species of paper’ documents which are in 
general use in commerce, and which have some superficial 
reSeiubhu»53— that is, they both convey rights to certain 
things, and are similarly transferable, and are therefore con- 
sidered by many to.be of the same nature, but wliich are yet 
fundamentally distinct in their nature, and in this radical 
distinction is contained the' basis of the Theory of Credit. 

These species of paper documents are — 

I. Biixs of Lai)inc4, Dock Waiuiants, and all other Tm.ES 
to specific things. 

II. Bank Notes, Bills of ExenAKOK, and other forms of 
CEEblT. 

In order to show clearly the fundamental distinction between 
these two classes of paper documents, wc will explain how each 
of them arises. ' 

tVleh a man ships goods on hoard a vessel, he receives from 
the oaptain a paper document, acknowledging the i-eceipt of 
the goods, and promising to deliver them to whomsoever shall 
he the oynoi* of the paper. This document is called a Bill of 
liADING. , 

The shipper of the goods sends the Bill of Lading to the con- 
sigiiee, who, directly ho receives it, may negotiate it, i. e., transfer 
it by indorsement to whomsoever he pleases, in all respects like 
a Biil of Exchange, and it may pass through any number of 
h^dsy and. whoever is the owner of it at any time may go aihd 
deihand the goods from the c.aptain. 

WhcE^ arc depo.sited in a dock warchousej thd 
do.($| t^ter gives a paper document, or a receipt for them, of :a 
^milafr ip^pre to the Bill of Laduig^ which is called a Deck 
^ in all respects like a Bill' 

iiadihgj or apd whoever is- the pwnCT of the 

Dock Warripit is ih^^ 
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md is entitled to demand and receive them from the^ 

N6\^, it is especially to be observed in these two cases that, 
although the goods are delivered into the temporal^ oUstOd^^ 
the captain or dock master, they have no in thein:^ 

pTop&tiy in the goods remains with the shipper or depoi^tbr, 
and is transfen-fid by him along with the Bill of lading, or 
Dock Warrant. The captain, or dock master, is the mere 
or Tiiustek, of the goods, and not the Owner, He has no 
right to convert them to his own use, and if he did so, it wOuld 
be a robbery, and he would be liable to be punished as ^ thief, 
fhus the Bill of Lading and tlie Dock Warrant form pro- 
perty with the goods, and cannot be separated from them. The 
goods travel rcith the paper document. Tims it may be said in 
this case that the paper document represents goods. In lliis case 
there is no exchange, and these documents liave no value^ i. e,, 
they are not excliangcfible separately. Tliey are not exchange- 
able for goods generally, but are titles to certain specific goods 
and no others, No one ever spoke of the value of i\ Bill of 
Lading, or a Dock Warrant. Such documents are not Credit^ 
because tbe owner of them does not simply believe that he can 
obtain goods in exchange for tlmin, but he knows that he has 
become the owner of certain specific goods. Such a transaction 
is not an exchange, but is what is called in law a BAjr.MENT. 

So also a man may take a bag of money to his Banker, and 
may ask him to take care of that specific money, and give it 
back to him, or any one else he may name, on dei^and. In 
such a case, no PropxHy in the money would pass to the 
Banker. He would have no right to use it for his owm pui'ppses, 
and if he did so, he would be guilty of tiioft. If he gave a 
receipt for it, promising to deliver it to whomsoever it might be 
transferred, that receipt and tlie money would bo one property 
as in the case of Bills of Lading and D6ck Warrants, 
money and the receipt could not be separated, and the property 
in that very money Avonld always pass along with t)||i tbCbipL 
The Banker in such a case would be merely the or 

Trustee of tbe money, and not its Owxbr/ In tke^^c^^ 
the captain, the dock master, and the 
the relation of Debtor and Creditor does not arise betweb^^ 
them and iho owners of the paper dpenmenfe 
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Bat this is not the ordina^ry case of a Banker and his customer. 
When a customer pays in money to his account at his Banker’s, 
the m the money passes dbsokitely to the JBanJeer. 

He is not the or Bailee of the money, but he becomes 

the Owner of it, and is entitled to use it in any way he pleases, 
lor his own purposes. In exchange for this money, he creates a 
Credit in his customer’s favour, promising to deliver an equal 
amount of money on demand. This transaction is, in fact, an 
exchange^ or a sale. The Banker buys the money from his 
citstpraer, by selling him the right to demand an equal quantity 
of money at any time he pleases. Here, therefore, a New Pro- 
perty is created. The customer may transfer this property t6 
whomsoever he ‘pleases, and it has vahie^ because the o\vner of 
it ciin exchange it for money, or anytliing else. It is called 
Credit, because the owner of it only beiioves lie can obtain 
money in exchange for it, but it is not appropriated to any 
specific sum of money. The Banker is not the trustee of the 
money, but he becomes the debtor to his customer, and, if un- 
fortunately he should happen to fail, his customers, or creditors, 
are only entitled to have his property divided among them, and 
they must take their chance of having their debts paid in full. 

It is exactly the same in all cases of Credit. If a merchant 
sells goods on credit, it is absolutely essential to the nature *of 
the transaction that he should part with the jiropcrty in the goods 
to the buyer, and receive only the absti-act right to demand pay- 
ment. Without the cession of the IVopcrty there is no Credit. 

Hence wo see the radical and fundamental distinction between 
Bills of Lading and Dock Warrants on the other hand, and Instru- 
ments of Credit of all sorts on the other. 

Bills of Lading and Dock Warrants are absolutely bound 
down and fixed to certain specific goods, and cannot be separated 
from them, and therefore they form only one property with 
them, The^ arise out of a Bailment, and never out of 

an Exchange, and. they may justly be said to represent goods. 
Thoy hi ||ienijse are nothing, and are no addition to the mass 
of bthov exchangeable property. 

Oh the other hand, it is the fundamental legal requisite of an 
Instruih^mt br e^^ that it shall be absolutely severed frpm 
any Specific sura; of is even forbidden to be 

payable but of any particular to It is nothing but an abstYaet 
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riglit agi|iDst tbo PBitsoN,' and that is the t5,e^ .cin5nn)i|tatt0o^^ii‘OM^ 
whieh it taites its name, because it must ho receipt On the 
simple Mm/tbat it can be excLaqged for money. If any specific 
money was appropriated to it; it would not be ; 

Instrument of Credit always arises out of an Mxch^ngey-paA. 
never out of a Bailment. Bills of Lading, 4^^?: g® 
along with goods «fcc., Bank Notes, &c., are always ex- 
changed for money, &c. Bills of Lading repreeetU goyd^ but 
are not of tlie value of goods, because there is no exchangOji and 
there can be no value without an exchange. Bank !NoteS, &c., 
do not- represent money, but they arc of the value of money, her 
cause in their case there is always an exchange. And Credit, in 
all its forms, is an addition to the mass of other excluingeabte 
property: as, indeed, is admitted by every Lawyer, every 
Merchant, and every Economist. ■ 

From this it clearly follows that Bills of Lading and Dock 
Warrants can never exceed in quantity the goods they repre- 
sent ; if any one were to negotiate such documents without any 
goods to which they were attached, it would be an indictable 
fraud. But Instruments of Credit, of all sorts, iramensely 
exceed m quantity the money in the country— on the lowest 
calculation, tenfold. Credit is in itself a merchandize, and the 
Bttbject of a gigantic commerce. It may be said that all com- 
mercial crises arise out of the excessive creation of that species 
of property called Cbedit. What a.re the due limits of Credit is 
a question of the most momentous consequence, which will 
be clearly shewn in a subsequent section. 

It is of the most fundamental consequence to understand 
clearly the distinction between Instruments of Credit da the one 
hand, and Bills of Lading and Dock Warrants on the dthei’.' 
Many able Economical writers recently have fallen iato the 
grkvons error of classitig them together as all being of the same 
nature, and as Credit. Some of the most temble :flnen«ai 
catastrophes have been caused by adopting systems ' of jpaj^r 
money founded on this error. It will suffice here % say that 
John Law’s Theory of Paper Money, of which wq hayeigjveii an 
exposition in a subsequent chapter, was entirety foTtndhd on thia 
misconception. 
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On %h^ of the toord hdits. 

3; There is stiU one fonnidable^am^ to bo, cleared away, 
wfeicK has iii recent times created immense confusion in the 
Theory of Credit. All the old writers, who were chiefly men 
having a i^racti cal knowledge of business, seeing that Credit 
causes exactly the same circulation of commodities as money, 
maintained the doctrine that Credit is Capital, without entering 
into atiy very nice definition of either credit or capital. 

Since the time, however, of the French writer, J. B. Say, this 
doctrine has been the subject of much ridicule. It has been 
j-epeated' by a multitude of writers, tliat those who say that 
credit m capital, maintain that the same thing can bo in two 
places at once. They conceive credit to bo the loan of some 
material substance to some one else, and they ask — How can the 
same thing be in two places at once, and be used by two persons 
at once, the borrower and the lender ? 

In a subsequent chapter we shall point out the astonishing 
self-contradictions of Say on this subject. It will suffice here to 
say that the whole misconception is founded on an ambiguity iii 
the meaning of the word Loa^, And the examination of this 
will show upon what subtle considerations some of the most 
important doctrines in science depend. 

Suppose anyone lends his friend some such an article as a 
book. Then it is clear that the borrower and the lender cannot 
both have th(3 book at once. Suppose that this person, wanting 
hiS book back again, calls upon his friend and finds him not at 
homo/ Seeing perhaps his book on his friend’s table, he would 
have no scruple in taking it away ; though he woiUd probably 
have the courtesy to tell his friend he had done so. 

But suppose the same person had lent Ris friend £5, and, as 
before,: wanting it back, called on him, and found him not St 
ImmOi Suppose he saw his friend’s purse on the table, would he 
feel himself justified in opening it, and helping himself to five " 
sovergigua^^ Every one urould at once feel he would not. He 
would in taking back his own book which he 

had never dream of opening his friendV 

purse, and had lent 

Thus, without giving an^ 

every one w'QU^^ an essential 
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distmctibn between the cases of lending, a book and 
money. Or if ho was. so obtuse on the subject, the 
tell him so. ‘The law would tell him he might 
own book if he pleased, but that if he opened his MendVp 
and took out five sovereigns, he would be guilty of /Ae/U/ and 
that he must request his friend to pay him, but that he had iio 
right to help himself. 

So if a man pays in money to his account at his banker’s, 5., 
lends him money, and wants some, would he venture toHako it 
himself oft' the counter? Of course he would not. He would 
request his banker to pay him, and he must wait until his banker 
gives him the money of his own free will. If he ventured to 
take it himself he might be given in charge to a policeman. 

The fact is, that tliougli both these operations, lending a book 
and lending money, are both calle<l a loony they are of an 
essentially distinct nature. When a miiTi lends a book, or any 
other chattel, to his fnend, he never parts or dispossesses himself 
of the property in it. He is entitled to have that very book, or 
the very chattel, back again. There is no exchange,* and no 
new jwoperty created. And only one party can have the use of 
the book, or the cliattoL 

But in all cases whatever of a loan of money, the lender 
labsolutely cedes the property in the money to the borrower, and 
it becomes liis absolute property. Wliat tlie lender dot\s acquire 
is the Right, or Property, to demand back an equivalent amount 
of money, but not the specific money. A loan of money, is 
therefore, always an exchange, and in all such cases, there must, 
by necessity, be a new property created ; and this property may 
be sold and transferred like the money itself. 

Li the loan of a book, a horse, or other chattel, the right or 
property, of the leiuier in it, is never severed from it ; in a loan 
of money, the right, or property, of the lender in it is always 
severed from it, or rather, transferred to the borrower; and the 
new right, or property, created in the lender is termed a Debtj 
or Credit, and when the debt is paid, or, in common language, 
the loan returned, this new property is destroyed. 

Hence we see tliat there are two distinct species of loaii ; the 
one where the lemler has the right to have the very thing 
turned, the otfier where he has only the right to demand to liave 
an cqidyrient amount returned. all comniercial loans are 
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of the latter species : they are all sales, or exchanges, apd they 
are never of the former sort ; and all the confusion on the subject 
has arisen from not observing this distinction. 

Ifhe same ambiguity also affects the word Borrow. 

T5xe confusion, then, has arisen from the English language 
having but one word, Loan, to denote tAvo operations of a 
perfectly distinct nature. The French language is equally faulty* 
But the distinction is clearly poir)ted out in Roman Law, and in 
Latin, tiiei’e is a distinct word for each operation. Thus it is 
said in lioinan LaAv' — ‘‘An obligation may be founded 
thing, as by the delivery of a Loan, or mutuum. But the 
delivery of a Loan, or mutuum^ consists in the deli very of those 
things which have Avcight, number, or measure; as wine, oil, 
com, ready money, Avhether of bronze, silver, or gold ; which 
things, whether numbered, measured or u eiglied, Ave give in 
such a way, j,hat they boconie the Property of the receivers. 
And since the identical tilings lent are not, but others of the 
same nature and quality are, returned to us, it is for that reason 
called a mutuum; because it is so given* by me to you, that 
from being my property it becomes yours meo tmiin 

So also*— “But it is called giving a because from 

being my property it becomes yours; and therefore if it does 
not become your property, n6 obligation is created.” 

But when such a thing as a book, or a horse Avas lent, it was 
not called mutimm^ but cornmodatum. “ lie also ® to whom the 
use of anything is granted, or commodated^ is bound by the 
dcliveiy of the thing, and is subject to the actio commodatL 
But his case greatly differs from that of the person who has re- 
ceived a mutuum ; because the thing [h not given to him so as 
to become his .• and therefore he is bound to restore 

the Awy thing itself.” 

So also “ We retain the property and the possession of the 
thing lent {rei commodatce). No one, by lending (cmimodcmdo)^ 
a thing, gives the property in it to him he lends it to.” 


It will thus be seen that the ambiguity in the word Loati^ 
which has perplexed so many Economical writers would never 

KTn$tUti4e» of Smtirmny iii., 15. Bee also GcUus" Inst, iii., 90. 

^ Digest t iil*> 1 ; % 2. BU nUo pigesty xliv,, 7 ; %. - 
« InstiHUs Iii., 15 ; 2, ‘ ^ xiii, 0 : ^ 9. 
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have caused any difficulty to any one who studied Roman 
Law. All commercial loajis are iiot 

loan of money is in reality a sale, or . ah exchange, in 
a ITew PnoPEiiTY is created, which is Crkdp; and when the 
money is returned, or the loan repaid, it is another exchi^go, by 
which this now property is extinguished. 


On some Erroneous Ideas as to the Katitre c>/* GmemT. 

4. The Theory of Credit has not only puzzled and dis- 
tressed ” Courts of Law, but a great number of Econonncal 
writers as well, and among them many very able men of busi- 
ness ; and it Avill be of advantage at this stage of our inquiry, 
to clear away several erroneous notions which are more or less 
prevalent. 

We will commence liy a verj’^ specious error puf forth by Mr, 
Henry Thornton, an able man, a banker, and one of the authors 
of the Bullion Report. W e have thought it mbre convenient to 
give the full extract in the subsequent section on the Mechanism 
of Banking," but we' will cite one sentence here. He says '-— 
“ Paper constitutes, it is true, an article on the credit side of the 
books of some men, but it forms m exactly equal item on the 
debit side of the books of others. It constitutes, on the whole, 
neither a debit nor a credit.” 

So another eminent banker, M. Henri Cernuschi, says *— ^ The 
balance sheet of every individual contains three accounts: ex- 
isting goods, Credits and Debts. But if we collected into one 
all the balance sheets of every one in the world, the debts and 
the credits mutually neufralize each other, and there remaihs but 
a single account ; existing goods. 

‘^ The totality of goods, therefore, form the general inventory. " 
There is the first matter of exchange. The debts and credits: 
are subsidiary matters. Debts and credits are reciprocally 
initted, as goods are transmitted ; but however great or smaU 
they may be, and through whatever hands they pass, 

} Amt Enquiry into the Mature aad Effects of ihi Papon Credit of 
p. 20. This worlt In a (iopy ve 

“Many copies of this work ww dt^stroyed hy the Wb6'endtfaVottred.te 

press heir lie, \ 

* p. 1, 



§ 3, 4, 1 EraoNEOu s lOEiVS OP cimm% 449 

some, (iobte for others V. they add notWn to, they take away 
nothing: tVoin the general inventory. 

The increase or the diminatioii of this general inventory can 
never take place -except from the increase or diminution of the 
quantity of actiially existing goods.^^ * 

TW argument of Thornton and M. Oei'nuschi is simply this — 
Suppose A to have £100 in money, and a three months’ bill of 
£♦10 on as well. Suppose B also, to have £100, having ac- 
cepted fiic Bill for £o0 at three months as well. 

Then A’s prop<‘rty would be stated thus, £100 H £50, 

B’s property would bo stated thus, £l0o — £50. 

Xbw the argument of tlicse writers is that the £50 and the 
— £50 b.alanee each \>ther, the result is 0, w hich according to 
them is the same thing as saying that tlicsc quantities do not 
exist at all. 

* This viow^ may perhaps at 1irst .sight seem plausible, but a verj^ 
little relleotion Avill shew^ that it is erroneous. 

Suppose a landlord lets a farm to a tenant Avho agrees to pay 
him a yearly rent. The tenant is under ti»c obligation to i)ay 
Ins rent year by year, whicli is just as if he had accepted a series 
of bills payable every 12 months. Now the right to receive 
these rents is an actually existing riglit in the landlord, it is his 
property, Avbich he may sell or transfer to any one else. It is 
plus to him, and an a(l(iitiou to his other property. The tenant 
is bound to p.ay tins rent, lie is, therel’ore, exnetlv iii the same 
position as the inercliant wIjo has iiece)»te(l a and thorofore 
this rent i>s minus to him just as thabill is to the merchant. It 
is quite clear tlnit if tJie^ property of a luorchant who has ac- 
cepted it bill for-£5() is staled, thus, — 

£l00-^£50. 

the property of a fanner Avho is bound to pay rent must be 
stated thus,— • 

Property — K cn t. 

But no one would ever say that because a farmer has agreed 
t6 phy rent a year hence, that that is any diminution of his 
bahinc# at Ids bankers, or to he siikmcted from the present 
amount of quite clear that the future fenta 

Stipulated to be paid out of future projiU 

Sy hich arc yet to- be produced, 
it is just the/ saiue with: A 

i-;G; 
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payable three nioiitlvs hence. He is not :iu debt at tlio present 
time, any more tlian the farmer. The wclLknown maxim of law 
is, that oredit may be pleaded •im'der the r/eneral isme^ 

which jfieans tliat if a man sues another for an obligation not 
yet due, he may reply simply that he is not in debt at all! It is 
quite dear, therefore, that in* this case, the — cannot hy apy 
possibility moan siddraetion. • 

TliivS then is the paradox. The rigid, to receive t^ie future 
rent is an addition to the other existing proj)erty of the land- 
lord. Tu this case 4 means addition. 

But though the tenant ivS bound to ]>ay the rent, and it is 
therefore — to him, it is not to be snbsiraetcd from hi's prc.sent 
property, and it is no dimiimtion of it. *And in this case the 
sigTj — cannot mean snb traction. 

Wl^at then does it mean ? 

Mtitheniaticians h;ivo since the thiie ()f Maidaurin given Debts 
as an example of Negative Quantities,” lea neither they, nor 
any one else, liave given a satisfactoiy explanation of Avhat 
is meant by this onler of Negative (Quantities. 

'i’ho ex.[>lauatlon usually given is this — a man’s properly may 
be considered as |»ositivo jiiid bis debts as negative ; subtract 
his debts irorn bis property, and the remainder, if any, is his 
Capital. And as tlie national Ca])ital is tlu; aggr(.'gate Capital 
of all the individuals in it, a(!cording to this doetrhie, in order to 
find tlio (juantity of ])roj)erty in tlie country, all the floating 
debts in it have to be subti*actcd from all the property 

in it, and the remainder would be the amount of national 
capital. 

80 Peacock says ’ — ‘Mf properly, possessed or due, c^mkl be 
denoted by a ninubor or symbol with tiposUwe sign, a efoj^wonh]^ 
be indiciated by a number or symbol with a negative sigit, orcon- 
versely^* such aflections of projierty are (?orreotly symbolized by 
the signs •+ and — , since they possess the inverse to 

each other, wliich these signs require; for if to a persoti A tliero 
be given a certain property or sum of money, combined with or 
added to a debt of equal amount, his xvealth oi' propertylf'emains 
the same as before.” 

Now in a certain senso these modes of statement may be cot- 
veet. If a man were going to retire from busiimss, he- 

ftldfhrn^ Is/ 77. - 
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in find discharge his liabilities, and the remainder, if any, Avould 
be his fortune. 

Blit sucli a mode of statement is quite unsuitable for Econo- 
mic Science. Debts are a species of property, of the most 
colossal magnitude, and are the subject of commerce, as iiuicii 
as any other merchandize, until they are extinguislied. ‘ Economic 
Science has only to do with them wlnle they exist, and are the 
subject iPf commerce. When they are paiel they cease to exist. 

We *will give a very ^simple example to vshcw how very 
erroneous the method of stating tlie qiiestiim by Thornlou 
and Cermischi is. Suppose a banker holds a merchant’s ac- 
ceptance not yet due.' Suppose at the same lime the rnorchaut 
holds an equal amoiuit of banker’s notes. According to 
the metliod of statement of these writers, the niutnal debts, 
cancel each other, and tlie result is nolhrag. But this is mani- 
festly erroneous : l^ecause the banker may, if lie ]>lease, put the 
merchant's acee|>l:mov^ into circulation ; and the merchant may, if 
he filease, put the banker's notes into ciVcnlalion. llonce there 
would be two Economic Quantities in circulation, each producing 
the samb, effiects as so nmch money, lienee in Economics these 
q^uantities are not to be considered as oxtinguisbed until they 
actually are so in roality. But the same may be said of any 
other Economic Quantity; when it is <lestroye<l, it is no longer 
an Economic Quantity, The v'^jame principle is true with reganl 
to Credit, or Debt, as witli any other (Jiianlity, so long as it 
exists, and is capable of being exclianged, it is‘ an Economic 
Quantity. When it is extinguished, find only then, it; (‘eases 
to be one. 

5. Moreover, such a mode of stating tlie (question in Economics 
violates five distinct branches of human knowlcnlge: — 

1st. It violates the Philosophy of Science ; because it is a fiin^ 
damental princijde in tlio Philosophy of Science that when th# 
fundamewtal conception of a. science is once obtained, all the qnes^ 
tibna in thb science rnusl be stateci so as to bo in harmony with 
that conception. To state tlie question as Thornton, Cernuscfii, 
and the Algebraists do, is to make it one df addition and sub- 
tractionV Now, in iw of view whatever’ is Economics a 
fiCHjnce of addition and subtraction. Therefore no question in 
Economics nuist be J5rtate(^ in the form of an addition and sub- 
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tracJtion. Economics is tlie science of EKchanges thetofore 
all Kcondmio questions -must be stated iu ’the foira 
ISxChahge. 

2ndly. It is contrary to the whole analogy of Mathemati^ 
Physical Science. In all MaUicTuatical and Physical. 
theVe are Positive Qiiaiilities and Negative iinantities. the 
Negative Quantities are not subtractions from Positive Quanti- 
ties, They are always separate and independent quantities, but 
possessing some quality, or afteetioii, ot an opposite kind*to the 
Positive Quantitfies, and the wliole scieiuie comproheinds the 
of the Positive Qiian lilies aml xhsi N<\gative Quantities. Hence, 
by the analogy of all Mathematics and Physics, the science of 
Economics must coni]>rchend the sum of Positive Eeonoinio 
^Juantities and Negative Economic Qu/mtitios. llenco if 
money be a positive fpiantity and Cixuiit a negative (juautity, 
the r^'al question is to discover what quality Credit possesses 
inverne^ or opposite^ to money : so that if Money be calle<l a 
POssitive Quantity in Econoinics, Credit may, by the analogy 
of Mathematical and Physical Science, be called a Negative 
Quantity. " 

3rdly. It violates Law : because it is one of the most oletricn- 
tary principles of Law% that a Debt or Credit, is a species of 
valuable property in itself, and not. a subtraction from other 
property. 

4thly. It violates Commerce: because every merchant knows 
that a debt is aij article of commerce ; and tliat the commerce in 
debts is the moJit gigantic sj>odes.of commerce. 

«5thly. It is against the doctriue of all Economists: for all 
Economists, witiiout any exception, recognizes Debts under ;the 
form of Paper Currency, as Bank Notes, Bills of Exchange and 
as indejKindept Vitliiable |>roperty, cumulative to speoie, and per- 
forming the functions of specie. And even the Physiocra^^^^ 
Saw that the nation was so much richer by employ iiig pr^iit 
instead of Money, by the amount of the Money. 

Lastly*Mr. Mill, whose inconsistencies bn tho subject 
are shewn further on, says Credit is but 
capital from hand tp hand so Mso Count Cleszko^^W^ says*-^ 

Credit IS the metmnorphosis of fixed aiid bWgttged feto capital 
drculatihg or dTsimga^Mi.’- ' Thia definition^- w time 

f ul, ch , $ %. * yf-? fe ^ 
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assented to .by an able French Economist ]Vt Joseph Garuier, 
though we are not sure he would adhere" to it now. M. 
Giesaslcow'ski classes Bank Notes, Bills of Exchange, Dock 
Warrants, &c., indiscriminately as Credit; an error of a funda- 
inential nature which has led to groat national misfortunes. 

This is a specimen of the admired confusion that reigiis 
throiighout all Economics. Here are no less than fou)* distinct 
conceptions of. the nature of Credit I Some of these are used 
quite mdiscriminately by writers, without the slightest apparent 
notion of their inconsiatenoy. W e liave now, therefore, to deter- 
mine what is the true conception of Credit among thtse conflict- 
ing notions. 

We have now to investigate the meaning of a Neoatjvis 
EcoNOMig Quaxutv. 


On tJie* Application of the Theory of Algebraical Signs, 
and of the SKi^AKATroN of the Signs of Position and 
Operation to Economics. 

^.- The perplexities of the Theory of Gi;cdit which liavo baffled 
ail the Economists in the world to explain, can only be uuravelod 
by the great modern Algebraical doctrine of the Sepnmitmi 
of fJi‘G SUins of Position and Operation, . ^ 

As the introduction of this great doctrine into Economics 
is perfectly novel, we shall have to treat of it very fully. 

It is a remarkable example of tlie almost universal truth, 
that practice has alwa^T^j preceded theory, that oven the practice 
of.Soieuce long preceded the theory of Science. Thus, from the 
days ,of Dibphantus, it was perfectly well known, as au‘ empirical; 
rule, that in Algebra — ■ x — gives -p.. But though Diophaiitiis 
gives the rule, he can give no reason for it. When the great 
piotieors bf^ in modenr times, Harriott, l^Vrmat, Yieta, 
Dos" Cartes, Cardan, trauslat^^^^^ their reasonings into general 
symbolsv they fbun they bad created a machine whoso working; 
they 'were uriablo fully to comprehend. They found, among 
Other things, that many problems produced negcaim anstyerg; 
tlnabloi ait tliom, they believed that they 

tmd he real positive roots true^ Wep 

and negative w nidices. In'the pi^ 
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gre^s of Natural Philosophy the negative sign was used to a 
vast number of quantities, but no general Theory of Signs \vas 
devised, and the. pi'ogress of inathornatics was much impeded 
by the want of this goneralizatiori. The rule that — X gives 
+ was universally ad*Vpted in pra(;tice, because no other would 
lead to light r^^slllts. But Algebraists Avere unable to explain 
the reason of it: it was wholly unknown to Newton ^ and when 
tlio great Euler tried to exjdain it, he babbled like a child. 

Even so late as a distinguished mathematician al Cam- 
bridge denied the existence, and ridiculed tlie notion, of there 
being any such things as Negative Quantities. 

But since the beginning ol* the present century a new spirit 
of j»liUos<.>j)hy h:is been breatluMl into the old science, and a 
number of distinguisiied men, Argaml, Buee, Warren, Peacock, 
De Morgan, liave coinplctely establishe^l the Theory of Signs ; 
and their labours have resulted in the doctrine ot‘ iha Se 2 >arai Ion 
of the kSt(/rt6 of Jhhvtio/i ami Oj>uxitf'ou, 

1, Writers who are not versed in Natural Pliilosopby, have no 
conception of the signs -f and — im.'aning anything but addiUon 
and mdjstritcfioit^ wluu’ea.s every one who knows anything of the 
subject, knows perfectly well that the Hyiiibohs H- , 0,. and — , 
have an immonso variety of meanings in Natural Pliilosophy, 
according to the particular circumstances under which Ihey^ 
occur, and it Is AvlK^fly impossible to determine their meaning, 
niitil we know the particular state of circnm.sbmces, out of which 
tliey arise. 

We have shown tliat cATuy great seknir.v is founded upon 
soiru^ single i<lea, or comxption, or quality, which must be of 
tlie most;' general nature, and that every quantity -wdiatover, m 
which that qurdity is found, is an element in that science, lio 
matter Avliat other qualifuts are found in it. 

Now, as Economics is tlie science of exelianges, or of values^ 
it necessarily folloAvs that every quantity whatever, Avhioh is 
capabT(? of )>eHig exchanged or valued, must be an Economic 
Quantity, no matter what its nature be, enduring or evanescent, 
corporeal or incorporeal. 

But theao eleiuents in the various sciences may be eudowefl 
%ilh :q^ when tlicy are so, it is umversally 
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the custom in Natural Philosophy to distinguish them by the 
signs -h and — , 

They are then called signs of position, or of affection. 

The instances of this tiiat might be cjuoted from the A-arious 
branches of Natural Philosophy are innumerable, and \vc will 
only 4|uote a few to illustrate our meaifmg, and to ftirnish analo- 
gies to guide us to the solution of the p(‘r[>lexities of Political 
Economy, 

Thusln Algebraical Geometry, in which it is necessary to fix 
the position of liiie.s, it is usual to take .some' lived point called 
the origiii, and then lines drawn in opposiOj dir(;ctions from tliat 
if the lines drawn from the rl(//tt of this point are distinguishod 
by tlie sign -f , those drawn to the h’/'t are denoted by the sign. 
— . If tiiose drawn f/p from it are tliose di*a\vii ihum from 
it are — . 

So if aline revolving in one direction be r , when it revolves 
in the other it is — . 

So if two mechanical forces act in oi>posite directions, they 
are di-stinguished by opposite sigfis. 

So if an accelerating forc<‘ be denoted Vjy r ^ a retarding force 
will be denoted l)y — . And a retarding foria; may be called a 
negative accelerating force, and an acceleratiTig force may be 
called a negative retarding force. 

The engines of a stearuor going a-hea l may lio denoted by f , 
Avhen going astern by — . 

So if 1 be mnltipUed by powers of o, tlmy arc radled Positive 
powers of a : if 1 bo divitled by )>owers of ?/, they are called 
Negative povver.s of a; but both Positive and NegajiAc powers 
of a are Algebraical Quantities. 

A curious instance of this may be cited from steam naviga- 
tion. Owing to t]uM*<^sistance of the water, the paddles and the 
screwy of a steamer do not, in general, propel the vessel t hrough 
the wateivso fast as they w'ould do if tlicre were no resistance, 
‘this loss of speed; iS' called the l>ut in the case of the 

screw, by giving the stern of the vessel a partioulAr shape, the 
paradoxical result may be produced, (hat she may actually be 
made to go faster through the^Avator than she ought to do, if the 
screw were Avorking ill a solidi Thus, iii this case, the deference 
be!tAVeen the theoretical and the* actual speed is a ffain instead of 
A lornym^ this is called the mffcttive slip. 
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So al^K) in Pavliaraent tlie supporters of Govmiment 
called +, and its opponents — . 

8. Now in many of these cases it may happen that - the ele- 
ments endowed with opposite qtialitios may balance 
aiid the result be 0; but it would manifestly- be anerror of the 
greatest magnitude to say tliat because these elements may, under 
some circumstances, neutralize each olher^s effects, that is exactly 
the same thing as saying they don’t exist at all. 

Suppose that on a division, the nunsl>ers for Government were 
340, and the numbers against, 300. Now it is clear that bn this 
occasion the strength of tlu^ Government Js practically 40, be- 
cause the — 300 neiitmlize tlio etfect of the 4- 300. JJut it 
would clearly be an cnorinous error to say that is absolutely 
the*samo thing as if these 000 men did not exist at' all. It is 
perfectly clear that tliere are 040 Parliamentary -units. ■ It is 
(pnte clear that to find the total number of Parliainentary units 
we must add tho.^opposition to the minist<.a’ialists, ai\d not 
tiwt theni, 

0. ISiow this idea of oppoi^itiou is H|»plicd to a continuous line, 
or to motion in a continuous line. If any point be taken as 0, 
then the part of the line on ono side may l)e denoted by -f , and 
the part on the other side by — . 

. Thus in a thermometer some fixed point is taken as 0, and 
Vlegrees above that are called +, ami those below 

Now if the mercury pas-ses fVom a certain number of degrees 
on either side of 0, to any number of degrees on the other, it* is 
quite clear that in order to find tlie total namb(?r of degrees 
passed (iver, the degrees on both sides must be added tpgethe^. 

10. The sanie. idea is applied to TIME in Natural Philosophy, 
which might be considered as motion in a continuous llue. If . 
any point be taken, .such 'as the present .motrieiit, orany fixecl 
era, tlien this jxdrit is denoted by 0, and time on opposite sides^ 
of this point will be denoted by opposite sighs/- 
call time, whether years, weeks, or days, this era dr) then 

time aftir this point wil) be-^, and expressed thus, 

wheto tbc eigti 4 merely means that tkc years it is aifixed tb 
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were a given era; aiid the sign ~ that the years, 

it is affixed to, were afUr a given era. 

It is quite dear that if wc want to find the number of years 
between any evcmt which happened some time before this 
epochy tod another which happened after or must acZc? the 
hiuqber of years on both sides of 0. 

Thus, if the Birth of Christ be the given era, the years before 
that era will ho po&itive^ and the years after it negatlm. To find 
the nwmber of years from tlie foundation of Romo to the present 
time, wc should, have to add together 4 75;) years and — 18V2 
years, or 2625 years altogether. 

11, These ijlustrations, which might be immensely extended; 
by exarnpres taken* from every branch * of Natural Pliilosophy, 
are sufficient to exemplify tlie doctrine that we have endeavoured 
to explain, that, universally, in Nalitral Philosophy the negative 
sign — does not mean negation^ or non-cxisteiicc, but Opposi- 
tion, and that negative quantities have as real and independent 
.an existence as positive ones, and are to be enumerated 
separately and independently, us <piunlitic*s in that science, to 
find the totality of quanllties. 

12. But, moreoyer, inverse or opposite operations may be per- 
formed on these quantities which are already aliecled by opposite 
signs. And these inverse operations are also denoted by the 
same signs -f and — . And tlie combination of these opposite 
signs of inverse operations with the signs of opposite qualities 
afiecting these quantities, that is, the combination of the signs 
of position and operation, give rise to the well-known Algebraical 
rules, 

4- X 4- gives -f 

4“ X — — 

— X — » H- 

- X -h „ - 

These laws^ which are universally applicable in Natural pliilor 
sopUy, ;avo eqtiall^^ applicable to Economies, and among other 
things,' atone capable of giving the solution of thcTliooFy of 
CrcH:Ut, wliich been the opprobium of the science.; 

it will be found &at there are Economic Quaiitities of mverse, 
or opposite, propevties, ^ud therefore followiug the strictest 
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analogy with physioal science, we shall denote them by 
signs ; and also opposite operations may be performed on these 
opposite quantities, bringing into play tlie well-known Algebraical 
liules, which will lead to consequences that may surprise some 
of our readers. 

U). As ail example that will furnish us with an important ana- 
logy, we will give this one. ^ As any opposite, or inverse, opera- 
lions w^iatover may be denoted by the signs -f and — add 
Uk and take away from, are manifestly inverse, and may be de- 
noted by these signs. Xow snp|)Osc that in the House of 
Commons, the Government has 358 sn)>porters, and 300 . oppo- 
nents, then the Governrnent strength may be denoted by 358— 
300. Now for practical purposes the strengtli <)f the Govern- 
uiciit may bo called 58, and in so far as regards that, the 4- 300 
and the — 300 neutralize each others’ (ifteets. But it would be 
a most grievous error to say that for aU |>urposos it is just the 
same thing as if these 000 numbers did nOt evist at all. It is 
cleiir that to find the tot al nmnber of members we must add the 
opposition to the mitusteriulists, and not ,y/bt.raet them. More- 
over, if we add {-f ) to the mluisterialists (4 ), we increase (+) 
"the government strength. If we take away from (— ) it, we 
diminish ( — ) it On the other hand, if avo add (4-) to the 
opposition ( — ) that <lirniiiishos { — ) the streiigtli of the Govern- 
meat; but if we take away from ( — ) the opposition ( — ) that 
inoreasee (4 ) the strengthof the Govern inent 

Hence the taking away of oi»j)onents (— x — ) gives 7in in- 
crease ( f ) of strengtli. 

ILmce Algebra in general, and Commercial Algebra, wHh 
wdiich we are at |)resont concerned, deals with Quantities and 
Operations. And whenever any of tliese Quantities, wlia.tever 
their nature be, possess any qwilUies wliatever, or. arc affected 
by any velaliom wliatever of an opposite nature, they are 
distlnguishod by the* signs 4* and — . 

And if any operations, whatever their tialure be, can be 
performed on tlu'sc, quantities, if they are of opposite uattlfos^ 
they are also denoted by the same signs + and — , 

Thus time past and time future : and, therefore, products which 
ham produced in time past, and products which /o he 
^wbdjced ill tiino tVituvi>: and eonsequently the Rights to these 
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products respectively; Active and Passive : Rights and, Duties: 
may all be distingusluid by the signs 4 and — . 

So among operations, Adding and Subtracting: Creating and 
Destroying : Receiving and Paying : ni.ay be denoted by the 
same sighs *4 and — . 

Hence th e Might to demand £100 may bo 'denoted by + £100, 
and the Vutg to pay £100 may be d(3noted by — £100. ^ 

14, \Ye shall now show the application of these' principles'to 
Econorfiics. 

We have dofinod Property to bo a right residing in the 
person. .Now it is quite evident that a person' may have in 
himself a riglit to an actually existing tiling, the produce of the 
fiast, and be may tilso have the riglit to receive tilings which do 
not actually exist at i)re.seiil, but will only come into existence 
at mmo future time. But each of these is Property, or Wealth, 
and consequently tlie t<h;ality of a inaii’s wealth is tlie of 
the two. Now following the ordinary custom of Natural Philo- 
sophy, if we <lenote the accumulated products of the past wliich 
already exist by the sign 4, we may denote the products which 
will only come into existeiic (3 at some future time 1)y the 
sign — . 

Now, if wc liave some <piantity like Land, which produces 
a continuous series of profits, we may denote all the series of 
\mAx^ before any given time as Positive, and all the series 
of profits after this given time as Negutlre, 

If wc make the Present Time the given era, then all the 
Profits wiiieh the Land has produced \npast time are Positive; 
and all the Ih’ofits which the Laud trill produce In futurey are 
Negative. 

‘But. although these profits will only come into existence at a 
future time, yet the Property, or Right, to receive them yhen 
they do* come into existence is PrcsiMit. Hence the total 
amount of the Property in the Land comprehends the right to 
the 'products of the pasty together with tlie Riglit to" the 
products of the f uture : and as the Property in the products of 
the past is Invekse, or Opposite, to the Property in the pro- 
ducts of the iuture, if we call the former Positive, the Ihtter will 
be NEOATlYiSf in acoordauge with the principles of 

Natural Philosophy/ 

Now the Property in the actually Realized products of the 
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j>apt is' Corporeal Property, and tlie Property pro- 
ducts :^hioh will. come into existeuce, or at 

a ftt^ is Incorporeal Property, Hence 

Property bo called Positive, Incorporeal Property #111 be 
ITegative, 

15. In a former cliapter * we have shewn that there are several 
other kinds oT Incorporeal Property, being the HightliQ receh’^p 
the profits arising from different sources, such as Copyright, 
Patents, the Goodw ill of a business, the Practice of a profession, 
Shares in Commercial Companies, Tithes, Tolls, Ponies, QrouiKl- 
rciits, the Funds, and Annuities of all sorjts, and we need not 
repeat the account of them here. 

1 g; Now a mercliant, or a trader, of any sort, carrying on a pro- 
fitable business, bears in many respects a strong snialogy to the 
I^aad, as we have already said.® Ho may have accumulated 
money, the proceeds of his past industry: but over and above 
that;, he tias his skill and experience, liis ea]>aeity, in short, and ex- 
pectation of earning profits in the future. ‘ 

So a great author may have earned a considerable amount 
by bis past industry; but over and above that, he has his 
talents and industry, and his capacity of earning profits in the 
future. 

So every one wliutever earning an iuomue, in any way, either 
as a Lawyer, Physician, Architect, Engineer, &c., has ovfer and 
above w^hat lie may filready earned and accunitUatcd, the capacity 
and the exi>ectation of earning future profits. , 

Now we have already seen* that Smith enaiinetates the 
quired and useful ahilit/ies of all the inhabitants^^ as Wealth and 
Capital. Say also, and Senior,* entirely adopt this doctrine* 
Sir. Mill also says* — ^‘The human being himself, I do hot clas^ 
as wealth. He is the puipose for wliich woiilth exists?^ B 
acquired capacities which exist only as means, and have ''b^^ 
called into existence by labour, fall rightly a, s it 
within that designation.'’ 

Now It is perfectly clear that this reputattph* 

^ IS; (M ike 

■ * 182 . ■■ ^ pt laST. ■ 

* p: ithi il t. * i.i -AW/ 
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for eamiug/uture profits, is imecBe opjf>osit^ the accvfmu- 
lated^ proceeds of his past ii^dustry, aotl most manifestly it is 
Properfy. Hence if a man’s Property in the proceeds of his 
past industry be called PositivCj his Property in the future pro- 
ceeds of his industry may be called N* egzVtiv e, 

Kgw in common language a man’s reputation in commerce, or 
the belief in Jiis power of earning future j)rotits is called his 
CuKj:)n\ It is power of purchasing; and it is manifest tliat this 
power of purchasing is over and above, and additional to, 
power of purchasing by means of uioii«y. 

'Hence Money and Credit are Quantities of a similar Nature, 
but lNVKU>sfe, or, OpposiTEj to each other ; and if Monej' be called 
Positive, (hodit will be Negative: and the totality of a man’s 
purchasing powx*r is his Money and his Ci edit. 

Idierefore as the total Property in Land comprehends the 
Property in the proceeds of the past and also the Property in 
the proceeds of the future; so the total Property of a man con- 
sists in the proceeds of liis past industry, and also his capacity, 
or expectation of earning proceeds in the future. ■ . 

Hence wo have shewn beyond the possibility of dispute, that 
Credit is Property over and above, and additional to, all other 
Property • ' ^ * 

So DeniOStlieucS says^ — hvoiy ayaOdiy (ii'TOty TrXovTov re h'ai 
roV Trpo^ &7rayrac Tri^mlffcrOaiy pei^vi\ €(tti ro rijt; Triorr^wg V7rap)(oy 

Thdre iKmf/ kinds of Properly^ Money and ycncral Credit^ 
our greatest Property is Cn d^^ 

So also “ f:4 IkrovTO aymeiCj on llifmc (Kpopfii) twp 'KaffSiv ierrl 
p^yiffTi} ^ppe )(pr)pari(Tpov, Trat' up ayyinjacfug, 

If yoii were igiior/int of this, that Credit is the greatest 
Capital of all toiocmls the acquisition of Wealth, you would be 
uUejfy ignorant. ^ - 

So Sl^n very justly says ® To the calculation of men there 
miist fee what they are worth from their labour* 

To the Oaloijpat^^ of values in anoney, there must added 
the current Credit of the merchant, and his possible Credit. 

And I)tttot has been regular conimerce 

y Agrddst LepHnesiyPi 4C4, ?Q,, PhomiOrp. 958. 

» Msai MiUgitS ts cl xxiv., De VArithmtujiuc 

< Mfijkxipm mp te OPinin^ce et lu Finmimy chn i., Art. 10. 
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among men, those who had noed of money have made bills!, or 
promises to pay in money. Those bilLs, or these Credits, |iave 
held the pbioe of inonoy. The first use of Credit is tlferefore 
to represent money by paper. This usage is very old : the first 
want of it undoubtedly gave rise to it. It specie 

consideVably : it sup[)lies it when it is waiiting, and ; which 
would never be suflioient without tliis Crcilit*; because thej-e 
iij not sufiicient gold and silver to circulate all the products 
of nature and art. So liiere is in commerce a much* larger 
anioiint in bills, Ilian there is specie in tlie possession of the 
merchants. * 

“A well managed Credit amounts to tenfold* the 'funds, of a 
merchant; and lie gains as jnuch by tins Credit, as? if he had 
ten times as much money. This maxim is generally received 
among all, the merchants. 

“ Credit is therefore the greatest wealth to ev*ery man who 
^ carries on commeive.” V 

So Smith sAys ‘ “ Trade can be cxtfmded as stock increases, 
and the C.RBi)n’ of a frugal and thriving man increases mucli 
faster than his stock. His trade is extended in pi‘oportion to the 
amount of hoth^ and the sum or amount of his profits .is in pro-* 
portion to the extent of liis trade, and his annual accumulation 
in proportion to tlie amount of his profits,” 

So Mr. Mill says- — For .Credit, though it is not productive 
power, is purcliasing powoj*?' — ‘‘ The Credit Avhich w^e are now 
called upon to (a)nsidor, as a distinct purchasing pow’^er, indepen- 
dent of money.” . , 

And also’* — “The amount of purchasing power which a 
person can exercise is composed of all the money in. bis 
possession or due to him, atsd of all his* Credit,” And wo 
miglit cite many more passages of a similar im])ort; only it will 
be better to defei* tliein till we exumine Mr. Mill’s views on 
Credit. ' ' . ■ ; ■ 

We should not have said so much on a matter which must be 
evident to .any one who takes the trouble to consider it, but wh 
shall find that Credit is one of the chief subjects of controversy 
in Economics at the present day, and we shuli have to set fortli 
the extraordinary self contradictions of some writem 

* i,, cA. 10; * iii., cA. 2, § ! 

® yjc/o/r i».» 12, §1 2, 
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17. We may therefore exhibit the totality of Transferable ‘ 
l^roperty in the foilowing form — 

J^rofierty consists of ► 

PROPERTY IX ‘ 1MI0T*ERTY IN 

THE PROIAJCE OF PREBENT ^ TIIEPPROOUCE OF 

THE PAST. TIME. THE FUTURE. 

i'CRtOBEATi PllOPERTY. INCORPOREAL PilOPEKTY, 

+ 0 . — 


Land s, Jlouses, &c | 

Premises, Stock of Goods ) ; 

a Shop, &c. ‘ j ! 

''[''he Printed Copies of a Book... . 

IMachinos already made J 

The Money earned by ai i 

Professional Man j ’** | 

n \ (i Cap it al of .a Coriiniercial ) 

Company ) *** i 

Tlie Money already earned i 
by a Merchant ) *** ! 


......Annual Income for ever. 

The Goodwill. 

......The Copyright. 

The Patent. 

.The Practioo. 

The Shares. 

Ilis Credit. 


I Annuities of all sorts, the 
. ..J. Fumis, Tolls, Ferries, 

' ^ ; ( Ground-rents, &c., &c. 

iTow each kind ^ of Property may be bought and sold, and 
therefore it is Wealth, as declared 1,300 years ago in Ilomau 
Law. . And by including both species of Property under the 
tUle, of Wealth, we <k>uble the held of Economics; we give it 
the same extension that Algebra, did to the field of Arithmetic 
by extending it on both sides of 0 to infinity. * 


'18. To shew the extreme attention necessary to .state an 
Economic problem, we will quote from the works of two .very 
eminent mathematicians. 

Euler says’ The manner in wlfndi wc generally calculate 
a person’s property is an apt illustration of what has just been 
said. We denote what a man really possesses by positive num- 
bers, using or- understanding the aign -I-, whereas his debts are 
represented by negative numbers, or by using the sign —. 
Thus, when it; is said of any one that he has 100 crowns, but owes 
50, this means that his real possessions amount to 100 — SO, 
that is to say 50. 

i 'Algebra, ,p:7. 
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As Negative numbers may be considered ai§ debtisi,-^ 
positive luimbers represent real possessions,, we iilay say that 
negativie numbers arc less than nothing. Thus, when a 
nothing in the world, and oven owes 50 crowns, it is certain that 
he has 50 cro\yns' less than nothing; for if any one Wer^ to make 
hiiii a present of oO crowns to pay his debts, he Wbixld styibe 
duly at the point nothing, though really riclier than before.” 

Tt is quite easy to sheAv that the first paragraph is not; a* suit- 
able mode of stating the quostioji in Economics. For suppose 
that a inan lias 100 crowns and is bound to pay 50 crowns one 
year hence. It would be manifeslly quite inaccurate to say that 
his property was only (100 — 50) or 50 crowns : for this reason, 
ho has the 100 crow’iis to trade Avith in the moan time to make a 
profit Avith ; and all he is bound to do is to have, on a certain 
day at the end of the year, 50 eroAA US to discharge his debt. 
And the OAvner of the debt may put it into circulatiofi, and it 
fmay produce aH the eftects of money until it is jtakb So that 
there may be the 100 oroAA ns, and the debt of 50 crowns as well; 
circulating simuHaneously in cominorce. And yet bi>s property 
would be correctly stated 100 — 50. Here it is quite cleav the 
50 oroAvns are not to be suhtraetvd from his present property. 
Now, by the Zaio of ContmuUy^ the same must be true if we 
dimiiiish the [»eriod of payment gradually from one year by- 
small gradations of a day at a time, till Ave reduce it to 0, or 
make his debt payable on, demand. The f^ct is that it means he 
/ is bound to exchange some of his property for his obiigatidn at 
a giA’en time. 

So in the second paragraph, AA'hen he has nothing to pay and 
owes 50 croAvns, he is said to have less than nothing. TWs 
clearly means lliat he has not only spent the accumulation of liis 
past industry, but has also spent the anticipated proceeds of the 
future^ uxnl the n<>galive sign clearly means futurity. ; No 
let us suppose that having done so, as Euler says, some one 
makes him a present of 50 crowns to pay liis debt, he#^^ 

50 croAvns richer than before, and yet his property-^ 
only — 0. This is an example of + x 4* giving ® 
is right so far as he goes ; but he has mmnfestly only s one 
halt of the question. Because there is ^ cbmlnnatioh of 

Algebraicral symbols w 4-y namely 

ivs another methbd in commerce of.ariiving at the 
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resulti ^up|)o^ his creditor relectm him from his debt, his 
property would; then be « 0, and he would also be 50 crowns 
better olF than befoi'C. This clearly shews that the release (—) 
of i debt (*---) is the same thina:; as an increase (-f ) of wealth. 


1$. Hence see th of a very careful 

atteiiliQn to the mode of stating the facts in Economics. 

A property and his obligations being then analogous to 

opposite rjiiantities, we have manifestly the following laws 

If we add (+) to his property (4 ), his obligations (— ) re-* 
maining the same, that is an increase (4) of pi opc'rty. 

If We take away ( — ) froju his property (4), that is a diminu- 
tion (— ) of his property. 

If We add (4') to his obligations (— ), that is in effect a dimi- 
nution (— ) of his property. ‘ 

But if we take away ( — ) from his obligations ( — ), tliat is in 
effect an increase (-f ) of liis |m)perty. 

Hence we obtain this doctrine in commej’ce,— A RELEASE 
FROM A DEBT IS A.V AUGMENTATION of OAPITAL. 

■We shall see afterwards that this doctrine leads to consequen- 
ces of the most momentous nature in commerce, which may 
possibly surprise some of our readers. 

The whole subtlety in the ease is in distinguishing between one 
quantity being equal and opposite to another, and therefore neu- 
tralising its effects, and taking it way altogether. The' opposition 
in, BitrUamciit do not take away, or siibtracV an equal number of 
ministerialfsts, they only neutralize their effects. To take away 
from tlie opposition does not add to the Government numbers, 
it phly tfdsies a a quantity which neutralized their effects. 

20. Another very eminent writer, Peacock, Dean of Ely, after 
saying that property and debts may be symbolized by 4- and 
^ysb^if a denote^^ possessed, and —a a debt, 

y“l; possessed nor owed, such 

m a be.” 

ideas at groatdr length at pV 36% 
Art* 4i74 of the volume, He says— There are iiiatiy 
crises, be repesented, 

armbolicafo are siisceptible of affections denotfed 

p, iV . 
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by rV* and which are appropriate to their epecifib nature ^fh 
if ■: u; i*epresontcd property possessed, ■^d:. may represent the same 
property owed; under such circumstances, what is tHe meaning 
which may be attached to a r'— 1 and -r- a 1 ? 

If we consider the su^*essionj>f quanti ties 

n, a( 1)* 

or, 

a f'— i, — a, « 1, 

and if the first represents property [possessed, and the third pro- 
perty owed, tlie eecorid can neithor represent property possessed 
nor owed, under tlie same civcumstfinces or by the same person, 
inasmuch as in siurh a case, it would be symbolically represented 
by a or — a: it may represent, however, pro|>Grty tleposited, 
which admits of similar relations when considered as property 
possessed and property* o^ved by another person ; under such 
circiuristances, the ojfedation of a denoting property possessed 
by A by the sign V-A wx)uld convert it into property possessed 
by B: and llie affcH<(tlon of « V’—l by V — 1, w^ould convert 
property possessed by li into prop(;rty owed by A: thirdly, the 
affectation of — a hy 1 would convert property owed by A 
into ])roporty owed by B: and fourthly, tlie affectation of— - a 
y — by — j would convert property owed by B into property 
possesserl by A: llic rc'pctition of the process of affectcUionhy 
the sign — 1, would reproduce continually the >same succession 
of transfers of j)ro|)(U’ty from A to B, and of conversions of 
property possessed into debt, and of debt iiito property pqsP- : 
sessed, which is I'etjuired to (correspond to the sutjcession of the 
same symbolical results. 

** In this case, the interpretation of the sign ^—1 which w 
have given, satisfies the symbolical conditions, and also comcid^e 
wdth the intfcr])retation of the meaning of the signs >b and 
which is otherwise establislied : we cannot give it the additional 
authority of the coincidence of this Tnterpretation with the 
terpretation of the meanings of the quanjLities eorrespondhig/tt) 
a* and “ uVfor those quantities in the case under consideration 
admit of no interpi'elation.'’ 

21. With ail deference to so gj^srti a writer^ ;w^ 
view is not correejw : In &ct there is. no Melt thing prop^^ 
owed. ^ Credit is;a persorial dtigiit raiding in 
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so Debt i)9 a Duty residing in the Debtor. The Credit 

itself ^ an article of property, which must have arisen out of 
some previous exchange, and what is really nieant by saying 
that a man is 'in debt is, that he must exchange*soine of Ws 
property to buy this Debt or Credit. Now the symbol 
denotes that operation which being twice repeated, changes -f 
iuto~. 

Hence, if this symbol is applicable to Economics at all, it 
must denote tlie operation which, being twice repeated, changes 
property into a debt. But depositing a thing twice with 
a man does not change property into a debt. Nor does it trans- 
fer the property. These are single operations of the will, and, 
therefore, it appears to us tliat Economics is a science to which 
the symbol |4— i is not applicalde. 

After venturing the criticism contained in the preceding 
paragraph on the views of Peacock, we Lave had the great 
satisfaction of finding that De Morgan has expressed similar 
sentiments in the article AUjibra in the English Cyclopfledia. 
He says It is impossible that a perfect Algebra can be 
founded on ideas of time, loss and gain, or any in which 
only two directions can be imagined. Space, from the affinity of 
directions which it admits, is as yet the only perfect medium of 
explanation. Time before and time after a certain epoch maybe 
represented by the positive and negative quantity; but what is 
there in the idea of time to which tlie sign can possibly 
apply? Again, us a commercial operation which per- 

formed upon a gain, produces a sort of result which can neither 
be called gain or loss, but which repeated two or more times 
Upon a gain turns it into a loss — and ^ve can mnnediately 
see a system of Commercial Algebra in which V — 1 shall be 
inti^igible.V 

22.; As this point is, in fSet, the greatest subtlety in Economics, 
and involves consequences of the most momentous nature, wbioh 
we dare say our dream of at present, but whicli 

arc fuUy e%lained^^^^ a we slnill extract what Peacock 

has said in the 2nd edition Algebra, p. 15. - 

: We cottcjin^ our observations upon this subgect wit^ 
diseussioU of ttoe inore exam^ of a problem of very exten^O 
applicfttiom 
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A tiiercij^iirpossesses a pounds and,ow(08;ft^^.^^^ 
tlverefore a — : i, where a is great^er than A 
, since a, and ft inay possess every relation 

imay replace l>y a — c, or by a + according as ^ itf g&tor 
OTP less than b; in the first case we get 

^ i =s a — (a — c) ~ c 

and in the second 

a — b ^ a — ((5r + 6‘) — c 

Ifc therefore express bis sabstance or proj)erty, when 
— c will express the amount of his debts when and 

if from the tise of + and — avS signs of adection, or quality, in 
this case, we pass to thoir use as signs of operation, then 
much-as 

a -I" ( — c) ~ a — c and a — ( — e) — a + c 
it will follow, that the addition of a debt ( — c) is equivalent 
to the SMbtrciction of property e of an equal amount, and the 
subtraction oi‘ a debt { — c) is equivalent to \h€ addition pro- 

perly o of an equal Jinmuut, and it consequently appears that 
the subtraction of a debt, in the langnage of Ksynibolical algebra, 
is not its obliteration or removal^ but the change of its aflection 
dr character, from money or property owed, to money or pro- 
perty possessed.’’ 

23, Wo hope we sliall succeed in shewing that the views ex- 
pressed in this latter paragaph are not correct. 

In the first place we must say thaf them is no such thing: as 
property owed, A debt in comnierce is a species of property 
itself, which was created in exchange for some property. A?id 
when a man is in debt it means that he isbound to buy up, Of^e^^^ 
change some part of his property for this debt. But tb 
no particular part of liis property which ho may be said to pwe 
more than another. His property is ab>solutely his pwh, 
deed he may siiend it all and leave his debts unpaid. 

Now as a debt always arises out of an exchange, ;aW 
necessarily do so, an Jiddition of debt ako 
an additional cx(ihaiige/ It is a ne>v property^^^^^^^^ 
excharige for more properly. Hence to 
d^t, is in fact to and to 
shew.:; 
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©xch»nj|e for £100 of debt, which is the property 

of his property is then stated 

£IOO — £100 w 

JNow arguing accord common mode, that means there 

is no property at all in existence, a conclusion that is manifestly 
erronebus. 

It is perfectly true that, so far as regards the banker himself, 
he itiay be said to be no riclicr'than he was before, but as far as 
ri^gards Economics — and it is the master subtlety of the subject 
--^the effects are very diflbrerit. The banker has now £100 in 
money, which is bis own proiterty, which he may trade with, 
and make a profit by. And his customer has £100 as well, in 
the bankCrV notes, with u liieh l>e can buy anything he wants, 
as well as wuth money. Hence there are two circulating and 
exchangeable properties instead of one. And though no doubt 
the banker is always liable to be called on to exchange some of 
his money for his liabilities, yet the very business of banking is 
based on the probability that he will not be called upon to do so 
to any very apprec?iable amount at any one time. 

The banker, then, possesses as his own property £100, coupled 
miix ih^ Dnty to jmy £100, if re<inired to do so. The customer 
has llie lihjht to cknicmd £J00, in tlic banker’s notes, which 
pass currently as money. Now su])pose that for any reason, the 
customer chooses to release tlie banker from his debt. He does 
this by presenting him w ith his own notes. The banker, then, 
has £100 in monevy and besides that he lias the Duty to pay : 
£100 (~^£100) and Xhoi Hi y hi to deniajid XI 00 (-FXIOO). Now; 
these two latter quaiititios cancel e.ach uther; and the banker 
tos how the £100 in inoiiey, freed from any Duty to pay : and 
therefore XlOO richer than before; but so fair as 

regards iScononiic liiere lias beeii a destruction of property. 
By this 6^^^ his Usssets remain exactly as they wx*re before, 

but his liability has been *llestr^^ 

Hence we see whei^^ Peacock’s error lies, and it is a very im- 
portant oney Snd miist be thoroughly explained. Peacock cpft- 
siders a Debt to o^ved, or money affected with the 

J^egative of a Debt to be tlio 

of the owed into money possessed^ 

But this is a great error* ' As Pfedit is the ahstmet 

residing in the pcirson of the eredit^^r, so the Debt is file 
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abstract I)uty to pay residing in the person of the d^ebtor* - ITie 
Credit atid the Debt together constitute a GontitACI', i$ 

thus of tvro opposite quantities, which spring into e 

istenoe together, which can only exist together, aiid whioh yatitsh 
together. A contract, therefore, in society exactly 06r?e$pOhdS 
to Polar Forces in nature. 

The importance of this view is easily seen, and we will shew 
how it applies to a case in w’hich Peacock’s view wholly fails. 
Suppose a man is utterly insolvent, has no property whatever, 
and is in debt £100. Then the Creditor has the liiyht to de- 
mand £100, and the l)elltor^s /<> exists quite irres- 
pective of the fact tliat he has any numey or not. If the Debtor 
cannot pay his Debt, the Creditors Kight may lose its Value; 
but that does not destroy its existence. fSo the Debtor’s inability 
to pay does not in any w^ay destroy his Duty to pay. ITenco the 
Contract, the Bight and tiie Duty, exivSts quite indepenclently of 
any money. Now suf^iose the Creditor generously presents hi» 
Debtor with his Might to Demand. Then the Debtor has both 
the Might to demand and the Duty to pay in his owm person. 
T'hcy cancel each oliu r ; and the Debtor is now freed from l:u$ 
Debt, And it is very clear that it is not by changing money 
owed into money possessed, because there has been no money at 
all in the case, but by annihilating the. Duty. And the Debtor is 
now £300 richer than he wixs before. 

So De Savigny, confessedly one of the greatest modern jur- 
ists, in exact accordance with the preceding, says *—■* Every 
release of a debt enriches the debtor. The amount of the dona- 
lion is always equal to tliat of the debt, even although the debtor 
is insolvent. Although the releasje from a debt destined never 
to be paid seems a thing of no consequence, the augmentation 
of property does not the less exist. In elfoct not only does pro- 
perty represent a quantity alw^ays indeterminate, but its total 
value also can be either positive or negative. 'If then property 
is reduced to a negative value, the diminution of min-ws % in 
Law, a change identical with the increase of for a nbsitive 
value.” 

So also ^ — ** The rcmissioTi of a debt always constitutes dona- 
equal to tlie amount of the diebt« hnd ^l^at althoii^h 
debtor be insoivcTit;.” 

^ JUd, f lSS. 
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shall have more to sav on this subieot in the section on 
the of Credit. 

24« In popular cormneroial language, Credit means puSpasing 
pbivet', over and above money. If a merchant is said to be in 
great Credit, it means that people would be willing 1x) sell him 
gO(jiJii, and take his “ proriiise to pay” instead of actual payment. 
If a person be said to have lost his credit, it means that he has 
lost the power of purchasing with Ids promise to pay, and can 
only buy with ready money. But such a vnguc, indefinite, 
meaning of Credit does not come within Economics. Economics 
has only to do -witli property in commerce. It has nothing to do 
Vvith money itself, uniosss it in conimerce. Consequently 
Economics lias nothing to do with Cj‘edit until it is brought into 
comilierce, and a purchase lias actually been made by means of it* 
Now when a man comes to trade, with his Credit, as we have 
before observed,* considerations of a complex nature arise. If a 
raau buys goods, not with money, but only 'with a promise to 
pay” money at some future time, or with Credit, directly the 
Beller of the goods transfers the property in the goods to the 
buyer, a Contkact, or springs into existence, or is created 

between the Imycr and the seller. At the very instant that the 
property in goods passes to the buyer, there is Created in the 
person of the seller the l^roiiT to Demand their price in money 
at the stipulated time: and at the very .same instuit , there 
is Created in tlm person of the buyer tlie Duty (o Pay their 
price in money at the stipulated time. 

Now these two Quantities created at the very same instant of 
lime avo Inverse and Opposite to each other ; and therefore 
bhpy may bo designated by opposite signs. And just in the same 
way as ipeacock says that receivinff and paying are examples of 
the signs 4- and — , so if the Hiyht to Demand be the 

X>My to Pay is Negative, 

Novs^ it is tlvis actua^ Might Co demand which in me 

language of taw, Commerce, and Economics is termed Credit, 
and tbo person in Avlioni this right resides is termed the Creditor 
it frequently the custom to write this Propm*ty, or 

lUgtt^ purpose of fixing, recording, and traais- 

forms of these paper documents^ 
such as BsmK N^ of Exchange, &c. ; they are verjr cOwt 

■ Ante, p\ 18 ^, 
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moirfly called Instfuments of Credit, as is taore 
section, 

V^jpni^ therefo we speak of Credit in Economic^^^ 
clearijr tinderstood wc do not speak of the vague 
iation, but of an actual and defiiute l^ight, created ^ 
person of him who enjoys this credit; Thus when a ^ 

Credit in bank, it means that he has an actual Right to dem 
a sum of money from the banker; Avhen a man has a lietter of 
Credit, it means a letter giving him a positive Right tp dcthhnd a 
certain vsnm of money from the person it is addressed to.^v W 
Ave s|>eak of Paper Credit ^ve mean the actual Rank Note$; Bills 
of Exchange, in circulation, each embodying an actual 
Right, or Debt, Avhich w as created for the purpose of being sold, 
or exchanged for sonietliing else. When we speak of the Public 
Credit of tbe country, we mean the Public Debts which have 
been created by the State- 

25, We now at length perceive clearly what is the true 

interpretation of saying that Money is a Positive Quantity. It 
means that Money is a Right, but Debt is a Duty. And this 
exactly corresponds w ith the coimnon Algebraical doctrine: that 
Quantities passing through 0 change their sign. Because when 
a man has spent all his money, liis property )>eing then 0, ^md 
then .riinsi into Debt, he has spent all his Right f -^) and incuired 
aDuty(— ). . : 

Now'= a merchant’s purchasing pow'er consists in his nioney 
cmd his Credit But h(3 cannot purchase W’^ith his Credit with- 
out ineurring a Debt; that is, without incurring the Duty tp 
pay for the goods he buys with his Credit. If he buys goods 
with money, he makes a profit or a loss according JivS the 
he gets for the go(jds is more or less than the money, he 
them. If he buys with Credit, he makes a profit or A loss, 
according as the price he sells the goods for, is 
than the Duty to pay which he has incurred* Supposing; 
ever, that his sj>ec«lation in either case has hecn 

Money and his Credit have been equally Oapit^ tO/M 
in the same wav and in the same 'sense. 

26. It is a matter pf cbhsidbrabl^^^i^ What are 

the prppm-tipns which; credit and' mbuey m 
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moderQi^mmeiioe. The diffidaltiesj however^ Which prevent pri* 
vate in^rers arriving at any reliable inforination, are voiy great, 
and thnse pppGrtnhities which are presented by Parliat^tary 
ingnirie^ into Coniwercial Crises are very rarely made use of for 
aiiyvbnt thdr immediate purpose. In the Report, however, of 
the. Coiinittittee of the House of Commons on the Commercial 
Crisis of 1867, there occurs a very interesting statement made by 
Mrf Robert Slater, the managing partner of the gi’eat house of 
Morrii^oni Dillon, and Co,^ Having analysed the operations of 
the house for the year 1856, he gave in the following statement, 
as showing the proportions in which each million of payments 
and receipts were made in money, bank notes, and other instru- 
menits of Credit: — 

RbCKU"TS. 

£ 

In Bankers’ Drafts and Mercantile Bills of 

Exchange, payable after date 533,596 

In Cheques on Bankers, &c., payable on 

demand 357,716 

In Country Bankers’ Notes 9,627 

900,988 

In Bank of England Notes 68,554 

In Gold ... 28,089 

In Silver and Copper 1,486 

In Post Office Orders 933 

99,062 

£1,000,000 

Paysibnts. 

£ £ 

By Bills of Exchange, payable after date ... 302,674 
By'Cheques on Dondon Bankers ... ... 663,672 

, . 866,3.46 

By Baidc Of England ^N^ . ... ... 22,743 

By^Gold ' ... ... 9,427 

By Sil0r:iaad Copper ... .../ ... 1,484 

83,854 
£1,000, OOOi 

Riaynwnhaye it 

no; reason:?!^;;:sappblc vVe-;^^^ cottsider.!ff;.fair '.reptniifihiati'^.' 
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of commerce m general, it appears tljat in tepeiptSy 
eilVer only entered to the extent of 3 peivPeiit., 

Bngi^d notes to the amount of less than 7 per cent., the 
ing 90 per cent, being entirely in credit. Of the payments,^ gold 
and silver were only 1 per cent., and bank notes 2 per c0iit.^ th 
remaining 97 per cent, being effected by pure credit. In 
land specie enters even in a far less degree into payments.; This 
wHll give some idea of the stupendous power of Credit in this 
country. 

' 27. And this Right, or this Credit, is property which may bo 
bought, sold, or exchanged, imported or exported, or sent from 
one country to anotlier, in exactly the same manner as money, 
corn, cotton, hides, or any other merehandi/c. 

Such Righfs are Incorporeal Property — “ Incorporeal things 
are those wbicli cannot be touched; such as those which consist 
of a Right, us an inheritance, n usufruct, use, or obligations in 
whatever way contracted. Nor does it matter that corporeal 
things are contained in an inheritance; for fruits gathered from 
a farm are corporeal ; and that which is due to us from, an obli* 
gatiori is generally corporeal such as a farm, a slave, or money ; 
but the right itself of the inheritance ; «nn(l the rights itself of 
usufruct; and the Right itself of the Obligation is Incorporeal.^* t 

The correlative Duty in the person of the Debtor was called 
an Obligation. — “An Obligation is the bond of tho Law, by 
which we are absolutely bound to pay something by the terms 
of the Law.”’ 

The word Debt is unfortunately used in coinmoit parlance to 
denote both the Right to Demand and the Duty to Pay 
double use of the w'ords leads to much confusion of idea on the 
subject. It would be a great impiweincnt if it could be.’^ni 
fined to the Duty to Pay, as it really means that. But tldiS is 
an improvement in popular language which is scarcely tp be 
hoped for. 

In 8 truments of Credit are call ed indiscriminatelv (Orftd 1 1. 
Debts, or Obligations. 

Now the Duty to Pay always remains fixed in thP 
the Debtor. But the Creditor may sell or transfer his 
‘like any other ; hence the Right is, by the Defeurion wMch ivi 

^ Jnatitut Just. >t%e at 9 o Oaiusrn.i 14 ; ^ 
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have shewn to be imiver sally adoptecl, Wjealth. Aii4 all cir- 
eulatib^ Debts, or Credit, are just so much Exchangeable Pro- 
perty, or Econornic Quantities, as money, corn, manufactu^fes, or 
miy other tperchan^ as every liawyor, Economist, aiui Mer- 
chant Iniows. 

T^is is simply an example of the great Algebraical doctrine 
of the JPrinciple of the Permanence of Equivalent Forme; for 
we have said that £ is the General Symbol of an Economic 
Quantity ; and every one knows that in all banking and mercan- 
tile accounts, Credits or Debts of all sorts, Bank Notes, Bills of ^ 
Exchange, &c., are always included under the general symbol £, 
just in'the same manner as money or any other goods. 

Hence, as Credit may be used in exactly the same manner as 
any other Economic Quantity, it may be used as Capital as well 
as anything else. For we have seen that the true definition of 
Capitd is, Any Economic Quantity used for the purpose of 
ProJlL Also we have shewn that Smith, Say, Chevalier,* Mill, 
and indeed all Economists since Smith, admit iSxtit purchase 
i)V transport is one species of Production; hence as Credit is 
almost uniyei’sally used as purchasing power in modern times, 
Credit may be Productive Capital, exactly in the same sense, and 
in the same manner, that Money may bo used as Productive 
Capital. 


28. These Rights, or Credit, were expressly included Under 
the title of Wkaltii in Roman Law. 

Thus says Clpian * Ea enim res est quro^emi et veniro 
potest.” 

is Wealthy or Property^ which may be bought and sold. 

All speem^^ of Property, whether Corporeal or Incorporeal, 
were included under the title of “ Resf Jiona'^'* or ‘‘ Peexmm^ 
in tbe Digest ; or under that of irpriy^ara,” goods and chattels, 
or xpi/icitra, wea^ in the "Basilica. Thus, Digest l. 16, 23, Rei 
appellationo et causaB et jura contineutur. 

Basil, n., 2, 21— rj rov Trpoyparoc 7rpo<rrfyop(q Ka\ airiai xai rh 
iimia TF^pii^etai. . ^ 

^ q/ Wealth Both causes and Rionts are mr* 

^ded ^ 

Dtged^ l., 16 , ncunine non soluni nUmers^ 

y m^yodEdiit: 



476 PKII^CIPLES OF ECONOMIGB; [ChA^ VII 

[)ecani$, $i?d c^ixines res, tarn soli qiiam mobil#^ tnm; 
ijiiaitt Juiu coBtihe^^^ 

- iLy 2, 214— rw pvo/mri r&t^ 9P ft/wov ra x^fioita 

&X%u iravra TCL Kivijra Kai aKhijra^ koI ra trofiAariKa kal0^^^ 
hfkovrai, 

JTndcr the name o/ W eai.th, 7iot only rmdy 
thinffs both immoveable and moveable^ and both coT^ore^ and 
Rights are meant ^ 

Thus also says Sfr Patrick Colqiihoun ^ “ The first re<^iixsitobf 
the consensual contract of emptlo et vendUio is a Manxi or object 
to be transferred by the seller to the buyer, and the first great re^ 
quireraentis that it should be in eomynercio^ that is capable 
being freely bought and sold. Supposing such to be the case, it 
matters not whether it be an immoveable, or a moyeablei cor- 
poreal or incorporeal, e-xistent, or non-existent, certain or un- 
certain, the property of the vendor or another; thus a horse, 
a Right of Action, servitude, or thing to be acquired, or the 
acquisition whereof depends on diaiico, 

“A purchaser may buy of a farmer the future crop of a 
certain field, Wine which may grow the next year on a certain 
vineyard may bo bought at so much a pipe; or a certain price 
may be paid iiTospective of quantity or quality, and the price 
would be due though nothing grew, or tor whatever did grow. 
In the second case the baVgain is iamiod emplio spei; ?md in the 
first and hM emptio rei speratev^ which all such }>argaihs are pre- 
sumed to be ill cases of doubt. 

The cession of a /iiy/it of Action being legal in the Roman 
Law, the right of A to recover a debt due by B may be sold to 

c.’; 

Thus we liave shewn clearly that credit was expressly mcluded 
under the title of Weal l b and Merchandi ze in* Roman Law; wWc^ 
is the Common Commercial Law of all Continental Eurofip fend 
ricotland. 

We also see that under the title of Tl^ealth;^^ 

species of Economic Quantities, Mateml thmgs, Immaterial 
things, and Incorporeal things, are expressly enumerated. 

It ie exactly the same in every system Credit is in- 

> Bee 6, 49, St / Up i 6, 19.4^* 88, 18$; 

? 4 oj ok €ivihIJct4ij^ % ' 1688 , 
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cluded ti^er tKe d^igriation^^^ 

JLaw. 

It ia:<m0 most eleiMntaiy principles of Law that a Pebt 
or Credit, is a species of Prox>erty. Thus, says Mr. Williams 

(«. <?., debts) having now become assignable, 
becohie an imporiaiH kind of personal property. Again*Tr-‘‘A 
legal constitutes a valuable personal property.” 

Also In addition to gocnls and chattels in possession, which 
hftye always been personal property, and to Debts which have 
long h6en considered so.’’ 

So also Mr. Justice Byles says^ — “This species of property 
is now in aggregate \'alue inferior only to the land or funded 
debt of the kingdom.” This sentence was written more than 
forty years ago, and we may safely assert that the mass, of 
Gredit at the present time, greatly exceeds the funded debt. 

So also Chancellor Kent says* — ‘‘ As they servo the piirpeses 
of cash, facilitate commerce, and are the visible representatives 
of property, tliey may be truly said to enlarge the Capital Stock 
of Wealth in circulation, as well as increase the trade of the 
cbtmtfy.-’ 

Eveiy Economical writer, too, has treated Bills and Notes as 
exchangeable property like any otlier; we have already shewn 

29. We have no \v tracked to its lair, and exterminated every 
false cmiception of Credit which has puzzled and misled writet‘s*. 
TKetio is only one other thing which may possibly embarrass 
any phe. We have said, what has been re|>eatedly said before^., 
thht: Credit is Property of the same nature, but inferior in 
de^eh to /Money. Some might say in* answer to this that: 
dredit^ and always is, ultimately paid in 

mpnpy ; and ihat^^ trahsactipn is not finally closed until tihe 
Credit is The answer to this is very sinapte, 

that in mbdenj a hundred is ever paid in 

Limof vFer^eM 6 . * 8 . 

» /Wv; jjt A/; I^efcux: ; 

87 - lUh Mlty 
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mon^y, but by means of Credit as is shown 
hns been shown long ago that Money is only an 
ageiit in exchanges/ A sale is a demi-excbangev ; Money 
as has been obsorved, scores of times by the most enflim^^ 
Econoinists, is only an order or power of commanding vv'hdtever 
Its owner may require. It is therefore only permwent* and 
general Credit ; it is only the highest form of Credit* So that 
the payment of Credit in money is only the exchange of par- 
ti( 5 iilar and precarious Credit for permanent and general •Credit. 
Daniel Webster said most justly that Credit is to mono}’' wliat 
money is to merchandize.” So that; if the use of money resolves 
an exchange into two parts, Credit resolves it into three. First 
there is the exchange of the goods for the Credit, then the ex* 
change of the Credit for the Money, and then the exchange of 
the Money for something else, which is the real closing of the 
transa(ition. 

30. We hope wc have now made sufficiently clear the objeett 
we had, in a former chapter, in disembarrassing the Word 
Wealth of all notions of Labour and Materiality, and shewing 
that its essence is purely and simply Exchangeability, and that 
the only true and compreliensive definition of Wealth is’ an 
Exoiiangkable Right. By far the most gigantic species of 
property in this country is Credit. E'er not only is almost all 
commerce carried on by means of Credit, and therefore the 
quantity of Credit must be about equal to all other cofiintodities 
put together, but also the Credit wducli is created to circulato 
these commodities is itself the subject of another commei'co, 
in which Credit is created to purchase this Credit, so that 
there can be no doubt whatever that taking the two spccie^i of 
Credit together, the aggregate of Credit in thi^ (K)Untry/fe 
exceeds all other commodities put together. And 
actually some wTiters who would seek to excliide Credit^ ah^ 
Incorporeal Quantities from Economics altogether 
be obvious, on the slightest consideration, that it is 
to attempt to exclude Incorporeal Quantities Economics 
as it would be to exclude Gravity or any other 
Force from Mechanics. For Credit : is in Economics exactly 
what Gravity is in Mechanics,; Gravity pui^e "imd 

simple ; so .Credit is Exclian^bili mid simple, db 

vested of any notibnf of is 
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the principal subject of Commerce, or Exchange,, in mo<leTn 
times ; and to exclude from the Science of Exchanges, or Com- 
iperce, the species of Property which is the subject of the 
greatest commerce, is about the most preposterous absurdity 
that ever entered the human mind. 

The preceding considerations dissipate the Avhole of tlnf 
Ijucretian Philosophy mlo thin air. For the very foundation 
and corner-stone of the Atomic Philoso])hy is that Nothing can 
conic from Nothing^ and that Nothing am go back into 
Nothing. Now whoii a contract is created, the Right 
of Avhich is a saleable commodity, out of what material 
particles is it coiuposed ? The very Avord invariably used 
regarding Debts is to “ create ” and to “ annihilate ” them. It 
is wholly untrue that human labour is always employed in 
rorarranging the particles of matter. Human labour to an 
enormous extent is employed in producing and acquiring Ideas, 
and Science, and Knowledge, It miglit be perilous to say 
** creating” ideas, becausd that niiglit give rise to many meta- 
physical quarrels. No one surely aa^ou I d say that Ideas and 
Science and Knowledge are formed out of material particles. 
But a man may have property in ideas; he may buy and sell 
them* Hence they are Wealth. 

And AV’e also see how coinpletely Roman Law has demolished 
the other Lucretian dogrua — 

‘‘ Et facere ct fungi sine coiu^ore nulla ])Otest Res ” 
because it is a matter of fact that the Res Isoorpokales which 
and “ fnnguntur ” f^ine covpore'^'* are eriorniously the 
largest proportion of property in modern times; ami these are 
expri?ssly declared to be Wealth in Roman Law, and in every 
systtmi of Law. 

Nor is tins a logomachy. For it was the silly 

dogma that cam come from Avhieh obscured 

and coitf used the views of Physiooratea. It is repeated over 
and. over again in their Avri tings', and was the foundation of the 
dogma, that the basis of tlieiv science, that all wealtlv comes 
from the earths the simple change of the meaning of the 
word Property from being a^ m thing into the Riaux to 
a thing, has . changed : face of the science like * the 

transformation scene in a Arid this 

change was within they themselv#^^ h 
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observed; thjit Property is the Bight to a tKieg/ 

^clenipe was based bn the Right of pii vate property*^^ W 
see, therefore/ that is an Exchangeable^ 

that Wealth can be created ” and “ annihilated 'and ? func- 
tion ” if without a body,” because the greatest 
i>erty by means of which the commerce of the ivbMd 
ohj and which is bought and sold every day to the aUibuht of 
znillions, is nothing but abstract Rights. 
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-SlECTXON IT. 


On Traksficr of Credtt, or Debts. 

PEQPERtY OF TWO KINDS.— Property held in Doshnion— 
Property held in Contract — B rtATERAR Contracts — 
0NiLATEitAL Contracts — Origin and Progress op thb 
Transfer of Debts in Roman Law-^-Picinciples of 
English Laav and Equity relatin(; to the transfer 
OF Debts — Upon Insjtiuments of Credit. 

31. If Ave were asked — Who made the discovery Avhich has 
most deeply affected tlie fortunes of the human race? We think, 
after full consideration, Ave might s.-ifely answer —The man who 
first discoA’ered that a Debt is a Saleable Commodity. 

We have, in the preceding section, shewn that Credit is the 
name of a species of Incorporeal Property. In the present sec- 
tion, vn-e have to trace the origin and progress of the power ol 
selling, or transferring, Debts, and place this branch Qf Commer- 
cial Law on solid foundations. 

Property is of two kinds — 

1. Property held in Dominion; where a person has a specific 
Right to some particular thing, without any relation to any one 
else. . When a person has such a sole and exclusive power over 
a thing, he may sell or transfer it to any one else in any Avay he 
pleases. Money is of this sort of f)roperty ; and hence a man 
may freely .sell and transfer his own money. 

2. Property held in Contract: that is a person has a Right, 
butdii cohhection or relation to some one else. 

Blit Property held in Contract is of twT> kinds — 

(rt).^VhGre each party has Rights to receive and Duties to 
perfotni: siich ^is the or Obligation, betAvecn Lord aiid 

Vassid in Feudal Law ; and that between Master and Servant at 
the present is termed a Bilateral Contract. 

(|f3). Wliere there is only a Right to receive on one side, and 
a Duty to pay, or perform, on the other — such as the relatipii 
between Creditor hiid D^tor ; or Landlord and Tmani in modern 
^6^. This is a Unii^erat. Contract. 

Now, formerly it vras h^d uniyersd 

wa$ held in Contract, of ei^er sdrt^ neither 

........ 
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stitate for himself, at his own WHlvahd ^ 

ahS without t other |)&rty to the CQntruek 

: This rule must maiufestly hold good in idl bUateraivc^^ 
bikjause a each side has a Duty to perform, of.course^^^^^^ 
who has that Duty to perform, cjannot substitute any due else to 
perform it, without the consent of tlie other party. 

Thus so long as tlie Feudal Law remained in 
rigour, neither tlie Lord nor the Vassal could substitute^any one 
else for himself without the consent of the other party—** . As 
the Feudatary ‘ could not alien the feud without the- Gousent of 
the Lord, so neither could tljcLord alien, or I rausfer, his §eignory, 
or Superiority, to another without the consent of tim f^idat^tl^y. 
For the obligations of the. snj»erior and inferior were mutual 
and reciprocal; the feudatary M'as really as much interested in 
the conduct and ability of the Lord, as the Lord was in the 
qualifications and ability of Ids feiulatary. And as the Lord 
could not iilien, so neither could he excbatjge, mortgage; or 
otherwise dispose of his Seignory, %vithout the consent of his 
vassal Again, as the vassal or feudatary, could not alieii, so 
neither could he devise or dispose, of the feud by will, or by 
any moans (whtu) fends were become bereditary') prevent or 
vary tlie feudal course of suecessiou.” 

The same principle originally held good when the contract 
was unilMteral, as is the ease between Creditoa* and Debtor*^ D 
wdien the obligation is of this form, the party that has the 
Right to receive, soon begins to insist upon the power of trans- 
ferring this Right., like any other Property. And there ii^ very 
gwd reason for this. For in the case of the obligation, or con- 
tract, of th(jre is manifestly a strong distinction fac 
the two parlies, tlie Creditor and the Debtor. The 
not substitute anotlier Debtor for hiinsclf, because tlie 
may not have the means of knowing the soivcimy cf 
stituted Debtor. TJierefore by the very nature of ; thibg^, the 
consent of the Creditor* is indispensable to the sub^ftiiitipn -Q^ 
new Debtor. But the case of the Greditdr U 
person really owes a debt, and has the meahs 
cannot make.the sliglRest differenced 
# A ^r to B, pi^rided fee nan get a ^ 
is evideut tiiiali while the assignmeiit of a ne^ .pchto mij^ht; 

j?. 30; 
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i^mously pti^ludice tfeo Gr^ditoi* of a new Cre- 

ditor can be tio real prejudice to Die Debtor. 

We have oow to traee tl^ rise and progress of the power of 
the Creditor -to setf or Right in Roman and English 

Daw, 

32. For many centuries the Romans divided property into 
two softer according to the method by which it might be alicn- 
ated^xsord, or transferred.. That species of prOJ^erty Avhich they 
first possessed, and were most liabituated to consider as wealth, 
couid only be transferred, or sold, by certain very strict and 
minute formalities* This property was called “ J^es tnanclpV* 
•Other property which 'was held in less esteem at first, might be 
transferred by simple delivery ; this property was called i?6S 
7iec manmpi^\ and amongst this species was classed the greater 
portion of Incorporeal property. ' 

The words Oblir/alio md Coiitractus do not belong to early 
Roman jiirisprudeiice. The rekition botween Creditor and 
Debtor, established by a loan of money was called a Kexvfs in 
the Code of the XU. Tables. The Mutuum^ or Loan of money, 
could only take place by the solemn form of the weight and 
scales (jtw Uhram) used in transferring the Jfc/? mxtnapL 
The form of Stqntlation by question and answer, was gone 
throtigb before five witnesses,* and then the Debtor was bound 
by a very sevei*e contract, bond, or to the Cnjditor : the 

discharge from this bond utis called solutio^ an untying. 

But the Debt created, or the Right of the Creditor to domaiiA 
an equal sum iu return at a fuHirc time„ was Incorporeal property , 
aud- ciassvd under Kes nec mmicqA^ and therefore might bo 

0^ufb;^tinately the part of the Code of the XII. Tables which 
related todbrigations, is hot extant. It is impossible to say,- thcre> 
foi^e, whi§tbeif^^^ made any provision for tlm sale or transfer of 
debtS,.or eveu^ w an idea had occurred to the Romans 

at that timei a; debt miglit be sold, or trjuisferred. 

Although the lies nec maneipK or 

t 0aiu8 ii., 17, 19, 20. 

^ ^ > Fo^veixsttiplei of Jsimria ii;, 4, 4S. 

1, 112 : iVv, S, 15i Curiklip 2, 68 : 3, 31; 33. 41; 

Vi, ^ b 2, 47. 

• iisv 
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property which passed by simple delivery, it obuld^hot be 
ferrfed by manual delivery. The Komans did iipt till a? very late 
period, adopt the modern practice of recording the evWcnce of 
debts in written documents, tlie delivery of which is eqaivnleijt 
to the delivery or tvansler of the Credit itself, so that Credit 
be strictly delivered manually, like any other chattel. 

The first notice that we have of the sale or transfer, of 
debts among persons not bankers is in Gaius ii,, 88. lie 
says that tliougli debts were classed among i\m ties* nee 
maneipi^ as tlu^y could not pass by inanual delivery, it was 
necessary for tlie three parlies, tlie Creditor, the Debtor, and 
the Assignee to meet together. If llu n they agreed among 
themseives that the Creditor might transfer his liight against- 
the Debtor to the Assignee, the parlies entered into the solemn 
verbal agreement, or ^Stlp'uladon ^ before witnesses, by which the 
Creditor transferred his Kight against the Debtor to the 
Assignee. When tliis was done, the Assignor was dlschargod 
from his liability to the Assignee, and at the sanie time bo dis- 
charged the original debtor from his debt to him. The contract 
established between tlie assignee ami the original debtor waa 
termed a Novaiio ; and tht! assignment of the new debtor to 
the new Creditor was called a iJeUgatkK When this solemn 
stipulation was completed, the Assignee might sue the debtor in 
his OAvn name, as there was now a privit}^ of contract betvyecn 
them. 

33. The early simplicity of the Code of the XII. Tables knew 
nothing of Trustees or Attorneys. Every man was either Ibo 
absolntc proprietor of a thing or l)c was not.^ He in wbodi the 
leg.al estate was vested \v\as called Ihmimfs ex Jure Qulritium^ 
or the proprietor by the Common I^aw of the Romans. JLi knew 
notliing of double, or subordinate, riohts. The Code of the 
XII. Tables allowed no man to sue in the name of another, 
except in two cases.® lie alone who* 

Quiritlmn might sue, and that in persoiv; and as iio 
sue another unless there was some contract^ of rehilion 
them, the avsslgnee of a debt could not 
there was no privity of contract betwe^^^^ 

123. .toi/, ii., 3, 123. 
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The Code of tlie*XII. Tables w,as maintained in all its striot- 
ness for aboat277 years. Daring this period the forms of writs 
of actions ^ defined with the greatest rigouiv the slightest 
variation being fatal to the action. These were called Xiegis 
or as we might say Common Law writs ; and as long as 
thesie lasted, no one could sue on behalf of or in the najue of 
atjother. 


34. But in the progress of time, new rights, new interests, 
new wants, and new ideas grew up; and a groat Equitable juris- 
diction came into existence to meet the new' requirements. The 
supreme judicial Magistrates, the City and Foreign Prfctors, 
were clothed with the power Adjuvandl vd snpplendl^ vel cor- 
gratia propter ntilitalem puhlicdm. So 
deep W'sia the reverence of the Konians for their Code, w^hich 
Cicero declares to contain in one chn|)ter more utility than all 
the libraries of the plulosophors, * that the Prtetors w^ere not 
permitted actually to abolish any of its Laws, but only to sup- 
ply their defects. But new rights and interests had grown up, 
which were Incapable of being directly protected by Law, unless 
by the act ual repeal of some of the provisions of the Civil Code. 

Among these new rights tvere Equitable interests. One pex-- 
abii might be possessed if the legal estate in certain tliijjgs, but 
permit another to enjoy their use and profit, Avithout undergoing 
the usivjl solemnities of the transfer l)y mancipation, or the 
cesslo in jure. The original owner, therefore, possessed the 
nudum Jus Quiritiumyor the mere legal estate, wdiile the grantee 
possessed the profitable, equitable, or as the inCdiicval jurists 
cjalled it, the use. But the Code of the XII. Tables 

gave no right of action to the Equitable owner. 

^ So- if a Creditor sold or transferred a Debt, or Right of actionj 
Without the of the debtor, he alone possessed the nudum 

but the transferee possersed the Equitable right 

to it. 

In order to protexit these equitable interests, without dii’ectljr 
contravenihg law^s of the XII, tables the Prae- 
tors gradually of Leg<d JiiMonSy m^ 

these fictions ivero sitmri the Equitable rmhia 

of the AsMghces 

I i>e 1.1 4* 
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the year 5*7 1 AX^ftlieXex ab^she^ 

were not part of tlie Gode &f 
biit only a series of writs fmmed by the Mamti^tes so 
ffs to be adapted to thenv Kew forms of writs ^ 
by the PrsBtorian authority, called Formula 
adopted and extended By \\so*Legt^ Jidm} 

By these new parties w^ere allowed to be represented 
\>f Gognitort8^ ox Procurat&res^ that is AttornUis, - W^^o 
allowecl to sue on behalf of their clients. The AssigMho^^^^ 
Debt was then alloAred to use as the CognitoryOv Pro^mtort 
of the Assignor,* Gains gives the formula of the Writ in such 
a case.* 

The Prffitor could only grant an adlo (lirectay or mlg^Hs^ to 
the original Creditor, but lie could grant an actio u0t^ ot 
to the Assignee of the debt.* 

When a Creditor sold his right of action he was said Aecfore, 
or mandare actione^ih^ The Assignee was called in 

rem siiam ; * and he was acknowledged as the real plaintiff^ »i 
in rem Huam datus sit lyrocunutor^ loco his 

mandate could not be revoked; and he owed no account; to 
his principal.^ 

Such was the state of the Law regarding the sal^, or transfer, 
©f Debts in the time of Gains, who is generally supposed to have 
writton his Institutes in* the time of the Autoiiines. They were 
the text book of Law throughout the whole Eornaii Ettipire, when 
the Eoinans abandoned Britain, and it is well khowiinow that they 
aire the real source and origin of the Common I^aw of England j 
•nd the Coranmn Law of England with regard tp debts is px* 
actly at the present time such as is stated by Gains, 

36, Soon after the time of Gains, the Emperoi' AliB&nd^ 
Sevenis, acting probably on the advice of UlpiaUj pubUsbed a 
Constitution in the year 224, A.D., by Avhich the 
dom of the sale of debts without the knowfodge- ^ OO 
the Debtor was recognized and allowed. 

Digest xviii,, 4 : 1 7.— Nomina 

» Omwi » Gaius ii., 89^ ■ ^ 86. 

iiJ'M/riOigesii Hh/MI 
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diem detet^ (it eciere et V enim res est 

qiise enii (Si veniro potest; 

to buy and sell debts payable on a iertain 
dn a certain dau^ For tJuit is Property ichich can be 
bouyl^ 0t;d-$0ld^ 

0d,y ^,^iQ i 3i— Kominis venditio etiam ignoraiite vel invito 
60 adrcrsua qucni actiones mandantur, contrabi solet 

It is muql to sell a debt without the knowledye^ or even af/ainst 
(he cOHsenty of the debtor. 

It was declared to be lawful, to sell all actions, real, as well as 
personal 

Codi iv., 39 : 9— Certi et indebitati juris est, ad similitudinem 
ejiiS: qui personaleni redemerit actionem, et utiliter eahi 
lUoycro suo nomine conceditur, etiam eum qui in rem actiones 
comparaverit, eadem iiti posse facultate. 

It is clear and undoubted LaWy that just as he who has bought 
d personal action may sue out a writ in his own name; so he 
Aoho has bought a real actmi has the same power. 

In the time of Gains the assignee of the debt could only sue 
as the attorney of the ’assignor, as he was obliged to allege the 
jus QumUumy or the legal estate of the assignor ; but the 
necessity fpr this was taken away by Justinian, who abolished 
the nudum jus Qumthmiy as, an antiquated relic of old Roman 
which was only ah absurd enigma which puzzled Law 
students;* and then the assignee couhl sue in his owm name. 

Cod iy^y 39 ; 7 — Visum est post nominis venditionem utiles 
emptori (sicut respoiisuni est) vel ipsi creditori postulanti dandao 

Jti js seen thcit after the sale of a Debt a writ may be granted 
ipi the d^ ^f Idie buyer (as has been dedded)^ or Of the 

complete emancipation of a Debt from tl>0 
g^hettt^ule in contract w^as eftccted, and; 

it iyas and freely saleable as any other chattel 

87r^:\T^^ sale of Debts Avere fully (ton- 

firmed and adapted 

PasUy Ixo ra vtto acpeffiV 
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2)ebts payable a certain da^ 'and on a- cc^^iain may 
he ho^g^ and sold. 

JiiasilyXix,, 4 : 68* — kuI on ro irovpor )(p'isoc v7ro aip€&iyv^^ 
ka\ VTTO rdpf. ert v rro yjftwc • 

'■A, sipipte Debt may he bought conditionally^ mdl a ^ 
diUonal Debt simply. 

Dasily xix.j 4 : 27 . — ii tov ypapftaTEiov vpdffi^ kcu dyrooviroe kw 
yri jSovKopeyov €K€t}'OUy kuO' ov iK)((apovyTai at dyittyalf Jvvarai 
ffvyitrraoOai. 

A Debt may he sold xelthout the knotoledge^ and against the 
content, of the Debtor. 

The sale of real as well as personal actions was also confirmed, 

§ 32 . 

38. We have given those extract's because they contain the 
history of the subject, and they form the Commercial taw of 
all Europe, exce{)t England. 

This investigation clears up a difliculty which has puzzled 
some modern writers. The earliest Bills of Exchange extant 
contain no Avords of negotiability, and yet wo know as a fact that 
they were negotiaterL This now is all explained : we have shewn 
that by the Law of tlie Roman Empire, fully adopted and epn- 
firiiied by the Basilica, a Debt might be freely sold. Conse- 
quently Bills of Exchange required no Avords of negotiability to 
make tliem saleal)le ; they Avere so l)y the Law of the Empire. 

These proAdsions also explain one fundamental distinction be- 
tAveen the Law of Scotland and the Law of England as to In- 
struments of Credit. By tlie Law of England, a debtor is not 
bound to accept, or pay, a Bill draAvn upon him by his| Creditor, 
without his own consent; and he is not liable to an action; 
non-acceptance. And unless the Bill be drawn payable to 

order ’V or to “ bearer,” that is made transferable by tlie express 
consent of the debtor, it cannot be assigned, so as to enable the 
Assignee to sue the debtor in his OAvn name, But by the Com- 
mon I^aAv of Scotland, a Debtor is bound to accept a Bitl 
upon him by his Creditor, and is Uable to an action- 
acceptance. Moreover a Scotch Instrunient of. Credit does not 
require any woi4s of ne^^^ to be inserted : it is assign-^; 

able at. the; Creditor^ by ; the Oointopn 

Jtowj and his OAVh name. 
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§ 37-39.] THE ROMANS USED ' DRAFTS. 

And the rcn^oh of is simply that the Common Law 

of Scotland is the Roman Law of the Pandects and the Basilica, 
tt'lule tim Common Law of is the Roman Law of Gains. 

^;may seem somewhat strange that so practical a people as 
th^ Rommvs long the advantages of recoi’ding the debt 

on some material, along with the expressed consent of the 
Dehtbr to its being transferred. But till after the time of 
Gains', although the assignment of debts was freely allowed, yet 
it was required to be done orally,*' at a meeting of the three 
parties, the Debtor, the Creditor, and the Assignee. Gains 
says* that in his time the Romans did not use written 
obligations y they were only .used by foreigners. 

The Emperor Leo about 465 a.d. relaxed tlie rigorous formalL 
ties of the Stipulation and enacted that a clear consent given in 
any form of words should bo sullleiont.® In the time of 
Justinian, written obligations had become usual, and any 
obligation in writing bound the obligor.® 

39. The Romans invented banking, wc have every reason to 
believe, and an account will be given in the proper section, how 
they managed the business. But as for as we arc aware, they 
did not deAUSC that great invention of modern times, namely 
discounting obligations payable at a future time by means of 
bbligations payable on demand, intended to be of the value of, 
and to circulate as, money, Avhich has given such a prodigious 
extension to tlie system of credit and commerce. 

We have, therefore, decisive evidence that the Romans did 
not use Bills of Exchange for commercial purposes, as many 
Walters have alleged : but tliey AVdre accustomed to remit drafts 
\ipon their correspondents in foreign countries. Cicero writes 
to Ganiniiis Salustiu^^ 

Se aU curassoj.ut cum qua?stu popiili pecimia permutaretur. 

ife iAa has taken care that a draft for the money 
s^nld f^ s Borne) along with the people^ s share of the 

So when his.SQU i^ Athens he writes to Atticus, 24.' 

V ili., 134. 

l, vUi. 38 : lO: 

■■■ ■ 22.. |7o<?.'iy.,;30;'v 14V 
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ipsi ferendiim sit 

iBut I msh to whether the mpnei/ h^^^ 

AihSns can be sent by a drafts or wheilker he jnu$f^ 

Mm. 

So agairij 15, 15.— 

Quare velim oOres ut permutetur Athenas quod sit i& ^minm 
suinptum. 

Wherefore I wish yon to take care to send him a S^a ft at 
Athens for Ms yearly exjyehses. 

So also, 5j 15. — 

Ut vereor, ne illud quod tecimi permutavi, vemrii najdii soJ- 
vendum sit. 

So that I fear I must borrotc money to pay the draft you 
ihangedfor me. 


On the Principles of English Jaxw an<? Equity relating to 
the TiiANSFKE of Debts. 

40. Every lawyer knows the oft quoted saying of Lord Coke * 
And first w as observed the great wdsdom and pojicy of the 
sages and founders of our Law, who have provided that no pos- 
gibility, right, title, nor thing in action shall be granted, nor 
assigned, to strangers, for that would be the occasion Of ngiulti- 
plying contentions and suits, of gieat oppression to the people 
and chiefly of terre-tenants, and the subversion of tlie due afid 
equal execu tion of j ustice,” 

Now, without inquiring yet what Lord Coke’s qualifioatioh of 
“ a stranger” may mean, this dictum has been repeated a ^ 
tude of times by a long line of judges, both at Xw ^pd^^ 
Equity, usually with the qualification Omitted, so that ^ 
been made to appear in the broadest and most UiiquaUhOd^^to 
that a cUose-in<iction^ or a debt^ cannot by the Cbmni^^ 

England be assigned, and also as if there were isothe 

as to the non-aUomability of th^ 

from other property in this respect. 

W e mu^t uo w endeavour to truth 

there mav be in tbfe ■ opinion,^^^^ ^ iu Ihot ^ha^ la ^ 

Xp:C^ 46 ,' h. 
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ihon of cAo^^a-?n-«c«^dn, or B 

Alia of GommerciaVIiaw on a solid basis. 

There are^ it ' is true, certain chosesAn'^icUon, which are de 
olsire4 ^ absolutely inalienable, and that any attempted 

alieuation of them is a meiro nullity, wholly void, and of no effect, 
and conveying no right whatever to the Assigneo. Such are 
soaifaeh’s wages an officer’s pay:* an aimnity'*granted out of a 
rectory*’ 

The Current doctrine iriay perhaps be not incorrectly stated as 
something of this sort— That choses4n-acUon are not assignable 
at Common Law — ^That Bills of Exchange are an exception to 
the Common Law— That negotiable Promissory Notes are not 
within the custom of inerehants, and that their negotiability en- 
tirely depends upon the Act, Stat., 1V04, c. 9. 

41. In the first place it may be said with all due respect for 
the fame of Lord Coke, that the reason he assigns for the alleged 
non-aUenability of debts, that it was on account of the litigation 
it ndght give rise to, and the ‘‘subversion of the due and equal 
execution of justice cannot be received as a satisfactory ground 
at tbe present day. 

The true reason was far deeper, and of a far more general 
application, and has already been explained. It was this— That 
whenever Prope:rty is held in Contract, or l)y parties related to 
each Other by any bond, contract, obligation, or neither 

patty can substitute another person for himself at his own 
mere will and pleasure, and without the consent of the other 
party. 

r jtfpreover, so non-assignability of choses-in^acCimf 

being an property, as it was in Roman Law^ 

ii Was applicable to the enormously greater 

ptopqttion of Property under the Feudal System, and the Rule 
of fre^ alienab^ applied to the Gomparatively msignilic^t 

araouftt of personal property. 

' The ;^seueevOf polity was equality and absqlhfe 

4bminidhi the iOdmmon Law of the Romans every ipmr 

* .1727, c^ l4, 7. 

Olclha^z^^ IM^rdcA^ p, Duke of Montrm, 4 v 

6S3 ; \3itert/vj Leoke; S T.E,iL4U t Dam 4 Xauixt, S3.; 
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was the absolute proprietor of his possessmsi incldding his wife, 
childten, afad^laves. Ho did not Uye in a state of Contract with 
thoni. As regarded his familia^ he was Pominm i$^ 
as regarded his fellow citizens, he was their 
sequeritly the state of Contract between Roman citiiaOusy w^ 
coniparativoly rai’e, principally confined to that of Oroditipr qjad 
pebtor; and alsd to that of Patron and Client. And as we 
have already seen, Debts by the early Roman Law, were not 
assignable without the consent of the Debtor. 

But the whole striicture of Feudal society was essentially 
diftererit from Roman Equality and Dominion. The very 
essencOi Of Feudalism was that thejDommmm of the soil was 
vested exclusively in the Sovereign, as the representative of tjie 
nation. Absolute ])roperty in the soil, either the Dominium of 
the Romans, or the Allod of the Germans, was i?npossible in a 
private person. And says Sir Martin Wright^ — “It is so 
absolute a maxim, or principle of the Law of Tenures, that all 
the lands in England are holden eitlier mediately or immediately 
of the King, that even the King himself cannot give lands in so 
absolute and uncoiiditLonal a mannerV as to set them free from 
tetiwre.” 

The Sovereign granted feuds to his followers first dating 
pleasure, then for life, and then in perpetuity, but always on the 
Gxjwess condition of certain dt^fmite services being* rendered. 
These tenants were consequently in a state of contract wHh him. 
Tliey in like manner granted out parcels of their teimres to their 
vassals on certain conditions, and these vassals again, would have 
further divided their grants, if tlmy had not been restrained by 
liaw. 

42. The result of this was that the wdjole state of Society was 
one of Contract. The structure of Roman Society was essentially 
level; the structure of Feudal Society was essentially pp’amidal. 
Every one from the highest to the lowest was fixed in a state of 
Contract. The intermediate rgnks were in a double 

Contract, both with those above them, and thdsb^^&^ 

The consequence was that no one couM change hw p^^ 
aii^naie his property, witliout the consenl 
the Contract as we bare seoh was said by 
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Tlui^j in a; state of pure Peudalisih, the tenant of land could 
not subatitute another person for himself, at hm. own will and 
pleasure, \vitb out th of the other party, any more than 

a Greditor, or pebto substitute another person for him- 
self,: of the other party, and for the very 

same reason— that it was Property held in Contract- 

Hence th€3 law relating to choses-m^action was not peculiar to 
them i it was exactly the same as applied to the vrhole land of the 
Kingdom. It Was simply one exainple of a universal principle 
which might •'be illustrated from many other countries if 
necessary.* ^ 

A strict Military Feud was by its very essence and nature in- 
alionable; and such only are called pr()p(‘r Feuds by Feudal 
writers. ' But gradually this rigour was relaxed, and Feuds were 
created assignable, or saleable — ‘‘All Feuds, therefore, that are 
sold, or bartered, for any immediate or ooiitracted equivalent, or 
that are granted free of all services, or in consideration of one 
or more certain services (wdiothor military or non-military) or 
upon a Gens, or Rest, in lieu of service ; and all such Feuds a$ 
are by express words in their creation, or constitution, alienable, 
are improper Feuds, and are severally treated of by the Feudists 
under the head of Feuda emtitia, franca, ceiisualia, emptitoria, 
alicimbilia, 

Thus, though, no doubt a Feud was originally not alienable, 
yet AvUerever the grantor created or constituted the Feud alieii- 
able, by granthig it to the Grantee and his Assigns, it Avaa 
assigTiable, and the assignee was enabled to sue the Grantor in 
his own name.® It also became common for a lessor to grant 
•leases to the lessee and his assigns, and such leases were 
assignable. 

43.' The relation between Lord and Vassal, or Landlord and 
Tenant, is similar to that between Creditor and Debtor ; and we 
have fi^en that, in the early stages of society, neither party could 
substitute audther person for Himself Avithout the consent of the 
other party; 

WKen, However, the Vassal or Tenant, that is the person whe 

i PaHidniintaril Ihpoi^ts OH of India, An account of tJte YiUqgi 

OMinumiiCit in 

^ Wi^fii'8 Tmuresj p. 33 . 

^MaUorif v. 443 . 
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i?ei‘viQe or rent, gave Ira: consult 01 

t& sejgnory/^^^h^^ was said to ait^m io the hew seigpaor^^ By this 
pufeHo^eclamtioii, he recognized the ttahsfer of ihe: 
lii^ servibos, or rent. 

So long as the Feudal rights wore strictiy 
torhinoht of the tenant was indispensable to a grants or iraiisferj 
of the seignory. TlioLorcl could not attorn, or turn oyer, the 
homage and service of the tenant to another Lord, agaiqj^t hiss 
will; and if the tenant refused to attorn to the purchasof, the 
grant was void * just in the same way the Croditoi'^ould not torn 
over, or attorn, his Debtor to another person without bis own 
consent. 

But when the services of the Tenant \vere reduced to a hiero 
payment of money, and internal peace and security were estab- 
lished, so that tenants were not in danger of being attorned to their 
enemies, the same principles began to be applied to the relatlop 
of Landlord and Tenant as had already been applied in Roman 
Law to that of Creditor and Debtor. It was of no real preju- 
dice to tiie Debtor to wiiom he paid bis money, so long as he 
was not called upon to pay it twice. So it was no real prejudi- 
dice to a Tenant, to whom he had to pay his rent, so long as be 
bad not to pay it twice. The doctrine -of attornment was felt to 
be a burdensome restraint on the alienation of land, and many 
inethods were adopted to evade it. In all cases where the Statute 
of IT, sage and the Statute of Wills applied, attornment wms un- 
jaecessaiy, and many other cases are given in Comyn’s Digest, 
Aitornment l. 

Between the time of Littleton and Coke, a further step was 
made iu the alienability of grants, for in several eases the tenant, 
if he refused, might be compelled to attonn* 

At last the doctrine of Attornment, as regarded: gtantSvand 
couy^yanecs, was entirely swept away, and abolishedV by Act, 
Statule 1705, a 10, ss. 9, 10, and estates in land made 
freely transferable without the consent of the 
of Anne is precisely parallel with tfic Statute, or CW^titulion j of 
Alexander Severus, meiitioiied in the precediitg sectioiij declaring 
that Creditors might freely transfer their Rights of action With- 
out the knowledge, or oonsent, of the debtdfe 
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By theise means, in the q6uvse <>f many cehturies, .a complete 
reyolution was^^ hi the law relating to estate^^ laud, 

which of the nature of dhd8e^4n‘^cli07i^ Wliereas origitnUly 
they Were absolutely inalienable unless they were expressly 
created aijsi^able, at the present day, all estates in land are 
freely and absolutely transferable, unless granted with an express 
stipulation to the contrary; and oven in many cases such a 
stipulatiou is void. * 

'W'etliave thus shewn that the course of the development of 
the right of the alienability of estates in land in EiiglMiid is pre- 
cisely parallel to that of the doctrine of the alienability of Debts 
in lioman Law. 

44. We have now to trace the course of the development of 
the doctrine of the alienability of Debts, or choses-m-actio?U at 
Law and in Equity in England. 

Glanville, the earliest writer on the Common Law, gives us 
much information as to the mode of proceeding for the recovery 
of debts in the King^s Court, but says nothing of their transfer. 

Bracton adopts the division of Property into Corporeal and 
Incorporeal,* and after describing the different species of obliga- 
tions,® he states the method in which they were discharged. 
After saying that they may be dis<jh urged by payment, release 
{aoceptUaiio)^ and renewal, he continues — Also by nomtlon^ as 
when the obligation is transfer! ed from one person to another 
who takes it upon himself. For by the intervention of a new 
person a now obligation is qreated, and tlio first is taken away, as 
in the case of money, when any one has taken upon hiinself the 
obligation of another.” 

ThuH we see that Bracton expressly adopts the Roman doctrine 
of Ar<^ that is where a debt is transferred by the express 
consent of the debtor, the assignor is released, and an ol>ligatiott 
is created between the assignee and the original debtor, giving 
of ^ action. 

Thus Bracton expressly lays down the doctrine that if the 
Debtor^ the Cre^ Assignee agree to it, the debt may 

be transferred; 

45. ; As Fetids be ^antod to the grahtee 

y Stephen's BJeteMone i., 465. ; < ^ t2, 5. * lUd, iU., 
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att4 Ms were helS to be sissignable, so as to give 

the of action in his own name agniDs$ Oie gran* 

tor^ so aimiiitiosvwhic^^^ were more distinctly reco^iaedjas 
in^^cHoiiy came to be granted in exactly the samp form, and it was 
expressly decided in a series of cases, that the Assignee of an 
annuity created assignable by the words of the Gra«tor> had a 
right of action in bis own name. 

The first case was in 1368.* Three priests, the Assignees of 
John, Bishop of Hereford, brought an action against tlje Abbot* 
of T. for arrears of an annuity -which had been granted by him. 
It was pleaded that they could not sue as assignees of 2k cho$e- 
in^aetion^hwi the Court held that they might. 

The next Oxise confirmed tliis doctrine.* Brook the person of 
Bosw’orth granted an amniity to the Grantee and his assignees 
during his lifetime. The grantee assigned it, and the Assignee 
brought an action .against the Grantor for arrears. The defend- 
ant demurred, alleging that such an annuity could not bo granted 
over. But four Justices unanimously lield that the action was 
good. • 

The next Ccaso ^ may be said to have set the question completely 
at rest. Gregory had granted a rent-charge by deed to one and 
his assignees for his life. The grantee assigned it oyeavand the 
assignee distrained for arrears. It Avas resolved by the Court that 
a Rent charge, or chose4n<tction^ granted to one and his assigns, 
may be assigned over by the express Avords of the grantor, wlio 
granted it to him and his assigns, for inodus et convenUo vUicunt 
legem, * 

This doctrine was finally settled in another case,* Avhich Avasf 
atl action by the assignee of an annuity. It was argued that jt 
’W.os contrary to tlie nature of an annuity to be assigned over, and 
that it AA^as a matter of common learning tliat a thing dii action 
cannot be assigned over, unless by grant of the King; But the 
Court unaiiiniously held that the annuity might be granted, over. 
And since this case the doctrine has never been qviestionpd^ 
Those cases establish Ixjyond ‘dispute, that the doctrine of 
the Common Law relating to the alienability of cho^e^rm-ewtio^i 
is exactly the same as governs all other property held in contract. 
It oannpt be trattsferrpd without the consent df thp Debtor { but 

' - 4 Jlia^rv/J^rpoki ^ f>iferyG»yl. 
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wherever ati obligation is create^ assigftable by 
seiii of the bbligprj whether that consent be expressed verbally, 
or in writing, sucb ari obligation is assignable, and the assignee 
has an action against the obligor, because morfi/s e/; tonoentio 
vineunt legem. Common perfect freedom of con- 

tract. If A eonti’acts to pay only B, then only B can demand 
payment But if A contracts to pay B or “ assigns ” or ‘‘ bearer” 
then the assignee, or bearer, may demand payment, because by the 
fact of "tile obligor’s consent having been given in the very crea- 
tion of the contract, a privity of contract is established between 
him and the bearer. 


46. Tho next point to be considered is how the Common Laiv 
of England overcame the difficulty^ vvlien the Debtor did not give 
his consent to the transfer of the Debt. We l\ave seen that 
Homan Equity evaded the direct provisions of the Code, by 
allowing the assignee to sue as the attorney of the assignor. But 
English Law had not tlic same restrictions as Roman Law, aiid 
as early as Henry VI. we find tliat the assignee might sue in the 
name of the assignor; or the assignor may sue as the trustee for 
the assignee. English Law has not yet arrived at the simplicity 
of the Roman Law, in swe(3ping away this last fonnality in the 
case of choses4n-mHo?ij as the Act of Anne sw^ept away the 
dootrine of attornment. Thq attornmoiit of the debtor is still 
necessaiy to enable the assignee to sue in Jus own name. But 
both Equity and Law wdll compel the assignor to allow the 
assignee to use Ins name. 

The still existing rule of Law, then, which requires the 
consent of the obligor to enable the assignee of the obligation 
to sue in his own name, is simply tlie last relic of the doctrine 
of attornment; add it only requires this restriction to be *swei)t 
away to bring English Law to the same state as Roman Law, 
Equity,' and the Coinmon Lav^^ and to assimilate the 

Law of to that of estates in land, enacted by 

the Statute of Anne aboli>shii]ig attornments. 

Equity adopting in the state of its full 

matuifty, alvvaya held that a perfect right to 

ti^ansfpr Ids Ki without the consent t)f the debtor;^ : 

ahibif he does so, w ill coiiipel tbo assignor to coinplete his obutracit 
to thd assignee by allowing him to use his name to sti o the oidi^oiv 
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Tl>e 466trm liois^ali^natiiUty of 

therefore, a niei^ shadow of its formet: And it se^>ms 

SQaroely in the spirit of the age fo maintam/snoh'^to^^ 
restriotioii. Compelling an assignor to allow his ass^ sue 
in his name, is practically speaking compelling 
attorn to him. lienee the free alienability of debts 
thp r^atey, <w the, old Common Law doctriho ii^ no^y the 
fiction, ■ ■ V'. : v v"' 

JIow far a statute, siniilar to the statute of Anne, ab6lishing 
attomments, may be necessary to sweep away this last retimuiiug 
•fiction, or bow far the Courts of Common Law may feel themselves 
autijorized to abandon it, this is not the place to inquire. It is a 
matter of common notori ct}- that the Courts of Common Lhw have 
largdy adopted Equitable <loctrinos, and the argiynents of two 
very eminent jinlges would certMirily >seein to sanction the opinion 
tluit the Ooiirts of Common Law might abandon this antiqiiatecl 
fiction of their own authority. Asshurst, J., said — ‘^ It is true 
that formerly the Courts of Law did not take notice of an Equity, 
or a Trust; for Trusts are within the original jurisdictiou of a 
Court of Equity. But of late years it has been found productive 
of groat expense to send the parties to the other shlc of the Hall : 
wherever the Court lias seen the justice of the ease has been 
clearly with the Plainiift^ they have not turned him round on this 
objection. Then if this Court will take notice of a Trust, why 
not of an Equity ?” » 

In another ’well known commercial case Bulleb, — 

^‘It is laid dowij in our old books tliat for avoiding maintehanco. 
a e/iose-iri~action cannot bo assigned, or granted over to another* 
The good sense of that rule seems to me very questiqnablp j and 
in early as well as modern times, it has been i^o 
that it remains at most only an objection to the form of ^ 
in any case. . . . I see no use in preservitig tbat shade 
when the substance is gone.” ^ 

And the Wnie eminent Judge aaid in another case 
the fifteen years that I have sat on this benChyl hate never known 
any case which established a distinction between Gbhrfo of fiqqity 
and Law oil subjects pf this kind. I haVe al ways thought it 
highly injurious tb the. publib A Vute prevail; 

it ^ MiU^ty A T.U., 320. 
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in tli6 differefit Gonrtfii Qii tbe same m case. My opinion 

Jias been uniforib It sometimeSy indeed, happens 

that in qitestionis of real property, 

fettered w:it|i iule$ they cannot depart, because they 

,are fixed arrS estaW^^^ though Equity may interpose not 

to cqntra<Um, but to correct the strict and rigid rules of Law, 
But in titercmiUle questions no distinction ought to prenaU. 
The Mi;jicANTiLE Law OF this Gou-ntry is founded ok pein- 
cirxMs OIF Equity, AND when once a rule is esta«lishbd in 
THAT COUilT AS A IluLE OF PROPERTY, IT OUGHT TO BE ADOPTED 

IN A Court OF Law. 

47, Th^ true Common Law doctrine as to the ti-tansferability 
of debts may be stated thus — 

1. If the obligor grants the obligation to the oliUgee alone, an 
assignee of the obligation cannot sue the obligor in his own name, 

2. But he may sue him in the n.ame of the obligee. 

3. If the obligor grants the obligations to the obligee and his 
assigns” or to his ‘‘order” or to “bearer,” thereby giving 

his express consent to its alienation, the obligor may freely 
assign it, and the holder of it has a Right of iiction against the 
obligor, for he is boimd by his own contract, ai^Amodus et con-r 
veniio vinctmt legem. 

The importance of establishing this doctrine is well known to 
eveiy one who has studied the common opinion on this subject. 


Instruments of Credit. 

48, Credity theui being an Exchangeable Right, or an Economic 
Quantity, that is Wealth or Merclumdize, which may be bough| 
and cannot of in that' form, be the subject of manual 
deUvery, Blit the Gre^^ the plan of recording this 

Right on a this was done, the Right itself 

was cap^le of niM like any other (Mattel. ^ 

writtbix pt‘omife xeipoypufoy^ a jiote^oLhahd. 

ThC; liomatts did written obligations till some tim« 

between adopted tlie Greek 

iiame ; ami a ci’editor 
was called VH^ogrd^h^^ 


; 2 ;. 
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III modern times thefb are several forms of stipli obligations 
in botnmon use, and it is of advantage to have a genertt i^ 
them all; In sonie old cases in our" Reports they called! In- 
struments of Debt, and in j'eeent times they are yery usn^ly 
called iNSTRUMKis’Ts of Ckedit. 

In Roman Law, instrumentimi was a general name for all eyi- 
deuce written, or personal, by which a claim coilld be pvoyed.' 
In English Law the word ‘‘Instrument” is restricted to ^ Vi^^ritte^^^ 
document containing the evidence or record of some febt. An 
“ Instrument of Credit,” therefore means the written of 
a debt. 

Jnstnimcnts of Credit arc of four forms: — 1. OrrfijrS to pay 
money. 2. Promises to pay. 3. Credits in banks, termed 
deposits. 4. A mere acknowledgmoiit of a debt, nsually 
termed an I O IJ, 

49. The Roman lawyers brought the Theory of Credit to 
a state of perfection. But the practical development of it was 
comparatively feeble, because tliough debts were assignable, 
and the law contained all the principles which govern the nego- 
tiation of Bills of Exchange, written obligations were not used 
by them till a very late period. 

It is needless to inqtiire how far commercial paper was used 
in the Byzantine Empire. It is sufficient to say that for all 
practical purposes, the modern system of Bills of Exchange took 
its rise about the end of the 12th century. 

The power and the arrogance of the Popes had long been 
increasing, till in the time of the Crusades they olainied the 
right to tax all Christendom for their support. TWy had thf 3 ir 
own money dealers termed Camhkiiores, These were: pe^Ona 
v^io kept tables in the Cathedrals to exchange the money , of 
foreigners who came to woj\sbip. 'piese persons seht their owh : 
agents into different countries to collect the Papal tributeV^ A 
soon as they Jiad collected a sufficient amount, they 
Pope drafts upon their principals for the amduiiit; These draftis 
were termed JAtterm drafts.: 

These (iralts were naturally in the form of ah order upon their 
principals to pay a eertam sum of the money of thpjr; ! 

were in, at'a certaiu rate o!f exchange in Italia 



§ 48*56;] BILLS OF EXUllA^NGK 501 

ot ttieni spriDad rapidly to eoui^mefc^^^ are said' to be 

laws of , tho Veneliaa Senate spoa-king of MUerm cambii in the 
13th ceutury. In the middle of the 12th century, the Florentines 
took up the business of moi^ey dealing to a great extent, and 
their example Avas soon imitated by otlicr Italian cities, such as 
Lueea, Asti, Sieiina, Milan, Placentia. Cahors in France, also, 
became celebrated as a monetary centre; and the name of 
C^c^w^jsfmfbeoame synonymous with usurers, and Dante * places 
them iH*the infernal regions, in very strange companionship, for 
this imagii)ary cu'Uiie, The earliest Bill of Exchange known to 
exist was drawn in 1380. Another is quoted by Capmany, an 
eminent Spanish writer, dated 1404, which was drawn by a 
Luccheso merchant of Bruges on his correspondent at Barcelona, 
and iiegotiated in Bruges, but dishonoured in Barcelona, In the 
archives of V^enice there are many Bills of Exchange of the 15th 
century, drawn by Venetian merchants on their correspondents 
in London, and sent back protested for non-payment. In none 
of these bills arc there any words of negotiability; just as there 
need not be in a Scotch bill at the present day. Many writers 
have been puzzled to know how Bills of Exchange came to be 
negotiable. Some attribute the invention to Cardinal Richelieu. 
But the preceding Investigation has completely cleared away all 
mystery on the subject. They >vere negotiable by the Constitu- 
tion of Alexander Severus, of 224 A.D., adopted in the code of 
J ustinian, which was the Law of all Eui*ope. 

Blit obiigationKS, by the Common Law of England were not 
payable to any one but the Payee, without the consent, of the 
Obligoiv Accordingly we find that at a very early period it was 
usual to make Obligations payable to the obligee and his Attor- 
ney, whicdi \y as equivalent’ to the modern “ or order.’’ Matthew 
Pans* qiipte^^ the form of an Obligation of the Friar and Convent 
of K, dated 1235, and made payable to certain Milanese iriof* 
chants in Lpmloii aut uni eorum, vel eoruni certo nuncio.” 

50. It is comn^^ supposed that Bills pf Exchange were 
only in use and that Obligations iti 

the form of pay were wholly unknown to oom* 

iflerctal usage, and the Comi^^ and that such ah Oblige 

jUph wi^ Common I^aw, even though coritaihiiii^ 

■ ne^ 

' /njemoy dmi. xi*,: 4. 50., * Hist, ilS 
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This however a oothpffite errof*; Th^i^b 
tbihihg xhahy of the (justonis of Loiidon iti tB© 
bud Henry VII, usually called ArnohPsf Chrb^ 
seyeral forms of-Obligation are given, as those in 
b ^e reign of Edward IV, and among these, are foi-rn^ 
of Exchange drawn as Promissory 

and also common Promissory Notes, payable to the Pay0^ mid 
\m AUomey^ or his Assigns, 

As these documents are very little known, we riiay bite two 
Of them/ The following is given as the form of ai Bill of Ex-^ 

change (p. 118, Edit. IBll) — 

Lettbe of Exciiaunge. 

Be it linowen to alle men yt I R A. citezen and habeV of Lphdoh have 
rossd by exchaunge of N. A. mercer of the same cite xx. 
twenty iwnde stg. to lie payd to the said N. or to BRlNGER OF 
THIS BYLL, in synxten marte next comyng for vi. s. viij. d atg. ix, s. 
iiij. q. fllg. money ciirmnt in the said mart, and yf any defaut of payment 
be at the day in alio or any part ycrof that I promyse to make good all 
costis and scathes that may grow therby for defautc off paytnCtit as well 
as the principal some bee this niy furst and secondc lettiir of pavement, 
and herto I bynde me myn executors and alle my goodis •whersoover they 
may be foimde. In wytnfjssc wherof I liave written and sealyd this byll 
the X. day of Marche Ap. I>ni. M.CCCC. Ixxxij. 

Besides tliis Bill of Exchange there are given several ;fortti8 
of the documents, which in modern language are called Promis- 
sory Notes. Most of these are made payable to the payee and 
his attorney, but one form given is this (p, 106) 

Byli* OF Payment. 

Memoraiid’ this byll made the iiij. day of Julij in ye xix. yerebf the 
reigne bf Kyng Edward the iiij. beryth wytnesse yt we Bia iShirlee of 
London grocer and Thomas Shirlec of London habard'bwea tin to 
W. Warboj'S and John Benson of London habard’ xsxyiij. s, ij. d. stg. to 
be payd to the said W. <fe J. or to ether^of theni, to their^e^r^^^ 
executors ot P> their A8SIGNES, ye fnrst day of Julij 
wythout any delay, to the whiche payment wel and 
binde us 'our eyers, executors and our assignes, and eohe of iis in the 
hoole. In wytnesse wherof we set to oure scales 
afore rehersed. 

These common , forms . establish the fabt that; b 
of Edward IV., it was usual to draw Bills bl 
the form of Probissory Notes, and to make them, payabb fo 
hearer ; and also that Promissory 

^ tb; assigm W^ <sommon jnd reason to 

^pbfie that they :origina$etI^^^^ On the cqjaimryy as 
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may i^rly coiicliiao Oiat 
ilmy ^1# use ; but Ixow loni:^, it is impossible 

to say* • 

copy of Bill of Exchange drawti in 
the form^Of ^ the time of Elizabeth :— 

o ibis present biil of exchange, that I, Robert Andebson, 

merebaut of the city of Bristowe, doe owe uiito Thoiruis Mun, merchant 
of ihh sdd city, the sumtne of 100 ducats; I say an hundred duckets of 
currant monie of Spain, accompting after 11 rials of plate to the ducket; 
to hC paiSl unto the said Thomas Mun, or lik assigtuft^ within 10 elides 
next iind ymnieduiteiy after the stife arrivall of the good ship called the 
Gabriel of Bristowe to the port of S. Lucai in Audalousia in Spaiiie, or 
any port of the discharge. And for the true paiment thereof, I, ttic above 
named Robert Anderson do bind me, my goods, my heu*es, eiccutors, and 
assignesi flrmly by these presents. In witnesse of the truth, I have caused 
tw^o of these bills to be made (the wlih-h the one being paiod, the other to 
be Voidic) and have put my firme and scale unto them, and dclivred them 
aa my deal in Bristowe, the 15th day of September, 1589, and in the 
31 yeere of our Soveraigne Queeue Eliziibetb her Majesties reigne/* 
iVoin tbis it is clear tliat the custom of drawing Bills in the. 
form of Promissory notes still continued; and also that these 
early Instruments of Credit were Deeds, or Specialties, and not 
mere parol contracts, as they are considered at present, and 
therefore they w^ere valid without any consideration at all. 

. JSfow it has been shewn in the preceding section, that the true 
Coiiimon Law doctrine was that the rule of law that a cAo^e-m- 
could not he assigned, w as for the benefit of the Obligor, 
but that if he hims(3lf waived that protection of the law, and 
expressly, consented that the obligatioii should be made assign- 
able, then such an obligation was assignable. From this it 
appears that negotiable lustrunients of Credit of both forms, 
o^m*s were in common use at least as far back as 

the' time of Edward IV., and that they were assignable by 
Common La w. 

51. Cohsidorable obscurity prevails as to the. subsequc?ht 
history of Kegotiable Paper. The next writer on the subject 
IS merchant, who published his Xeo? 

Mercaiorik m^^^ remarkable that he expressly says 

that; BiHs GbBgatp^^ or vof Debt, which, as has been shown 
above, Vero 4ft in the rei^^ of < 

* 38 * 
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EiJ'wjH’d IV«, were not used in England, In 12^, 

and 13 he gives a full, account of these lulisvwUich^' ^ used 

bjr of Amsterdam/ Hainburg,^ ]^^ 

and Other places, and explains their great u^Uty ; but he says 

(j>, '71)— « The Common Law of England is di^eetly; 

this course; for they say there can be no alienation 

man to another of debts’, because they are held 

and such whereof no property can pass by assignment or diena- 

tion : ” so(p. '73)— ‘‘ This laudable custom is not practised in 

England.” 

Marius, the next writer of authority, in 1651, gives several 
forms of Bills of Exchange, all in the form of orefera to pay. 
He takes no notice of the Bankers’ or Goldsinitbs’ - notes, 
which were certainly then in circulation, but at p. 6, he speaks 
of the custom of offering payment of an acceptance, hy means 
of a note on a Goldsmith.” These notes,” or cash 
notes,” as they were called, ivcre the origin of the modern 
CllKCiUK.' 

Though Marius does not notice Promissory Notes there is 
abundant evidence, soon a tier his time tl\at they 'ivere in comhion 
use. In 1680 an acliqj)*^ was brought upon a sealed note pay- 
able to bearer, and its legality w^as fully recognized. The Court 
8aid~“ AVhen a rnorcliant promises to pa}’^ to “the bearer” of 
the note, any one that brings the note shall be paid ”; and 
Jones, J., said — “ The custom of mercliants made that good.” 
In another case^ in 1681, the bearer of a Bill of Exchange pay- 
able to bearer w'as held entitled to receive on j>roviiig considera- 
tion. In 1696,^ a PromiHsory Note payable on demand, was 
declared upon as a Bill of Exchange, and Trejsv, C. J., ftdiy 
recognized it as such, and said it was legal. In 1693, u Pro- 
missory Note was declared upon as a JJilki ox 
within thg custom of merchants, and the declaration was bMd 
good.^ Andjhc same was held in other cages.® 

Thus the existence of these documents, and thetr use among 
inerdiants, was distinctly recognized, and sanetibned -by 
decisions, which wu?re in perfect harmony with the unifb 

* drfMit V. V(nf{f7ian, a Burr., 1516. Tale v. JJiibcrt^ i VeS , jim’ , 111. 

* Shdd^v, fTcnthii, ^ Hbow. : ICOl. * 

hnmmrlchM, Lhyd, 1583; * Tfiaww 

• v; 1 L6‘. Raym., 

Citrter 
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tenor of the former decisions^ above quoted, as to the "assign- 
vi\AXiif ^ when made assignable by the Obligor 

hiniselft But soon a strange conflict of dedslon took place, and 
a warm dispute arose between the City and the Court of King's 
Behcii presided over by Lord Holt, 

In a series of cfises'it was held that the “ bearer’’ had no 
right of action against the acceptor or maker, of a Bill or Note 
payable to bearer*— that Prornissoiy Notes were not within the 
custom of merchants— and that they could not be declared upon 
as Bills of Exchange. In the last case mentioned above, Lord 
Holt expressed himself very strongly against Promissory Notes 
payable to bearer, wliich he said were only an invention of the 
goldsmiths in Lombard Street. The Chief Justice had a con- 
ference with some eminent merchants in the Cit);, who told hini 
that such notes had been in common use for about 30 years, and 
were looked upon, and transfeiTcd by indorsement, as Bills 
of Exchange. The Court, however, decided against them. lii 
consequence of these decisions, the Act, Stat. 1704:, c. 9, w^ 
passed, placing Promissory Notes in all respects on the same 
iWing as inland Bills of Exchange. 

IIow tlie strange facts are to be accovtuted for — that Bills of 
Exchange in the form of Promissory Notes payable to bearer, 
and Bills of Payim^tit, or Notes payable to assigns, or order, 
were in common use .in London, in the 15 th and 16th centuries, 
and then had totally disappeared at the beginning of the 17th 
ceiitury, and reappeared at its close, but were supposed to be 
then a new species of document, so that their former use washot 
known— it is not easy to say. 

52^. We must also especially remark that the name of Promis- 
sory -Notes seems only to have been finally adopted for these 
Instruments since the Statute of Anne. Before that time they 
were called^^ Payment, Bills of Debt, Bills of Credit, 

Bills Obligatory ; Bank Notes were called Bank Bills. In the 
Act establis^^^^^ of England its Notes are terrned 

5* Bills of Credit ” and Bills Obligatory.” In one case * a note 

I lfod(/e y. Sietmrdi I ; Jlurton v. Cogga, 3 Lev., 290, in 1S91 ; 

V. Oogg'3 Cgse, Comb., 460, in 1699 ; tr: 

l2 :Mod.V 089 ,- iJkrhe Martin^ 2 Ld. Bayrn,, 767 ; 

2 Ld. Rnym., S25, w ^ Mid Bv^er iv Crii^yi^ 29, in 17<)4^ 

2 I.,,.. " , y; Bib&i'diiglij S Keb. 766i 
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foir: paymeiit of money is terniocl mi ialttiid biU fey 

In limfetfeer case * two goldsmith’s' or banker^s;^iotes;#^^ 

Mpdn as Bills of Exchjm and they are called 

otit%e ca#. Again, it is said*— “If a merchant’s apj^rcntice 

draws ^ ^ I do promise to pay such a suni for 

to charge the master Avith this noteP So in Several Mses^ Bank 

Ifotes : are called bills. In many parts of the country 

present day bank notes are always called bank bills, aiid tile term 

bank Avould not be understood. *• 

Tlie oomnion opinion therefore that Pi'omissory Notes ai^ not 
transferable at Common Law, and that they were unknown to 
Commercial usage, until comparatively recent times, dating only 
from ti)0 end of the 17th century, is entirely erroneous both in 
Law and Fact. Obligations in both forms Avere equally caUo^^ 
Bills and Notes, and are equally valid at Common LaAV. Non 
figurd litterarum sed oratione rpiam exprimitM 
ffamurP A Bill of Exchange in former times meant nothing 
more than an obllgatioii to pay the value of a certain amount 
of the money of one country in tlm money of auotlicr, at a 
certain rate of exchange; and it was perfectly common to 
draw the obligation in the form either of an Okdkr or of a 
PftOMtSB; and both forms were perfectly valid. When the 
obligation Avas to pay in the money of this country it Avas called 
an Inland Bill, A\hetlier its form Avas that of an Order div 
Promise, The words Jdilla or JSTota mean nothing more tliah a 
writing.' :■ . 

Since, hoAvever, the series of erroneous deciSions iii the Kiiig’s 
Bench which gave rise to the statute of Anne, the Woril Bxht 
has been restricted to Orders to pay ; and the 
I?ROMiSKS to jiay. 

Hence in reading old cases and books it must bo qb^rved 
that the Avprds Bill or Note were used synonymously 
any Avritten obligation ; in modera cases and books they ^ 
to mark the between Ordkbs to pay and 

to pay. 

One great establishment still keeps up tbo old: hybri^^ 

* JJill t?. Salk,J31, • 

^ 47i<yny mm y 1 Ld; T?®* t bf- 

RrmJ of EngUnA v. Nyym^ Modi, :24i. 

1. bd.y ■' - ■■ ' ■■■ 
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the ! ohi^atiotf in a' species 5f paper it issttes ; the Allowing is 
the 

Bank 0/ England Post Bill. 

, , ; London, 18 

^ ^yi' to pay this my sola Bill of 

Mau^hqo tO- -.or m'd^ 

On* H0nobbd_:.^___ sterling value received of 


For the Governor and Company of 
£ On* lIoNDBBD. the Bank of England. 

•Entd. 


On Bills cf Exchange and Pkomissort Notes. 

6 J}. In its most general form, a Bill of Exchange is a letter 
from a Creditor to his Debtor, Oedeeing him to pay — first, a 
certain sum of money ; secondly, to a certain person ; thirdly, 
at a certain event. The iisnal form is this ; — 

£28? : 16 :8 London, 3 Iciy Mh, 1^12. 

Three months after dkde,pay to myself {or A. B.), 
order i the sum of Two JIundred and eighty-seven pounds 
fift^a shUlings and eight petiee, value received. 

to Mr. John Cox, William Smith. 

Linendraper, 

Strand, London. 

The person adio addresses the letter is termed the Drawer • 
the person to iviiom it is addressed is called the / and 

Jiha person; to whom it is to be paid is called the Payee. 

pt ktlie pa^^^^ business, on the (|rst convenient opportunity 
aftet he haii received t^^ present it to the drawee, to 

know if he lyiU pay it } i^^ to do so, it is usual for 

kimr^ twite* the word “ accepted ” across fflle 

fkoe of thil biil ; ho is then called the Acc^tor. , 

TTie ;4ravrep fliay^^^^ro payable either to a tbird 

peimonj Or to his order,: or to himself, or to his hwn order. jf iit- 
he made payable to; ^ to the drawer himeetf 

** Pf the bill pan 

Ise paid to the persoS naDft^^^^ 

nne;!^^ or cannet be: is termed/ 
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li the wortli? ** or order ” are iusertecVafter tte paye^ name, 
he can transfer it to any one else. This is done ;by his 

name oiiVie bacjk of the bill ; hence it is called an 
the person who does it is called the 
whom it is delivered is called the Tnd(}rsee. 

The indorsee niay, If he pleases, indorse it again to soino ope 
else, and if he make it payable to that person only, it is palted a 
special indorsement, and can only be paid to him ; but if hp 
delivers it over with his own name only written on the back, it 
is called a general indorsenient, or an indorsement in blanJc. Its 
ellect is that it makes the bill transferable by mere delivery, 
without any further indorsement, e.\:aclly like a bank note or 
money ; and the bill is then pay able to bearer like a bank note. 

Formeiiy iiidorsernent \\"as in all cases 7 iecessary to transfer 
the jwoperty in a bill or note- But this has long ceased to be 
the case in English law. It became the custom of inorchants hi 
England, which has long acquired the force of law, that any 
instrument of credit indorsed in blank, may be transferred by 
simple delivery, without any fuvthtn* indorsenient. 

It is still, lioNvever, the enstom to indorse" them on a transfer 
at least there are very few per6on.s Avho would take them without 
iiidorsemetit. And the effect of >the indorsement is this : that if 
the bill be not paid by the acceptor at maturity, and if the 
OAvner, or holder ^ of it gives immediate notice to any, or all, of 
the preceding parties to it, he has a right to .enforce i^ayment of 
it from them. 

But this demand for j^ayment must be made av i thou t delays in 
almost all eases Avi thin twenty-four hours after the fact of non- 
payment is knowm to the holder. Jf delay bo made in notifying 
the foct, and demanding payment from the parties liabJoi they 
are absohx^d, and the holder’s remedy is gone. V ^ ^ ^ 

Thus in modern practice the indorsement is merely St lirnUed 
xmrranty of soundness. There is no other difference ; bet w^^ 
buying goods or money with a bill, with or without ati iM 
moMtj than between buying any other article such as a to 
watch, or a carriage, Avith or without a limited w It is 

in all cases a sale. In the case of a bUl taken Avitbo^^ 
indorsenient, or a horn bought U^Ithput ji ^toant^^ 
final aiyl conchisive; m tlie case of ^ bill an indorse^-: 

metiji or a horse^ with’ a AViaifanty, the sale inaiy bp 
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cancell^ic}, if thd defect be discovered, and the demand made 
withiil the time limited, otherwise it is also final and conclusive* 

/01O general rule of English la>v is now, that if any instrument 
of Gi’iodit whatever/wh^ it be a Bank Note, or a BUI of 
EkolVange, be taken in exchange for goods or money in any 
iwdri^actioii without indorsement, or if the period allowed for 
makiiig a claim be sulFcred to elapse, it is a final closing of that 
transuction, and the receiver has no vanity against the trans- 
feror, if the instrument be not |>aid. T/ie pfxymmt iSy in factj 
in all respeciSj as valid wnd jinal as if it were money. 

Except only in the case of fraud, where the payer knew that 
the banker or person whose note or bill he tendered, was bank- 
rupt or insolvent. 

It is usual, in English Bills, to insert the words ‘‘ value 
received,” but it is not necessary. In former times.it was 
neeessajy to state what the debt arose from, whether money or 
gOod.s, But'this has long fiillen into disiusc in this country. 

A Promissory Note is an absolute promise to pay (1) a certain 
sum of money (2) a certain person, (a) at a certain time : it 
is usually expressed thus — 

£l4vj : 4 : t?. London^ May 4^A, 1872. 

Three months after date^ Ijyrondse to pay John Stiles^ 
or order^ the sum of One himdred and forty-three pounds four 
shillings and nineiyencey for value received. 

Ti.\fOTF[Y Ginnoxs. 

In this case, Timothy Gibbons is called the Maker of the 
note, and Jolm Stiles the Payee. 

• Promissory notes, of all sorts, including Bank of England 
notesj; as w the notes of private bankers :\nd merchants, 

, were all placed exactly on the same fooling as inland bills of 
exchange by the Acts, Stat. 1694, c. 20, s. 29; and Stat. 1704, 
c. 8, that is, they were all made tranferal)lc by indorsement on 
each separate transfer. 

In the case however of bank notes (by which, in law, is al ways 
meant Bank of Enghmd notes), as these were always payable bii 
demand, and the payme'iit was quite secure, the practice of in- 
dorsement soon fell iiiitp disuse, and they passed from hand fb 
hand like money. In the ertse of private of great 

hanie, the indorse mciit was 5 >ften; qniitted*; Butj thoiVgli th 
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mmcm.m ecohomios ; 


iOHA^p. vn- 

cor<jiHOTiy of mclovsomeii"t w^^as often dis pena^S ^ super- 

it niwst^b that in no \vay 

of receiver of the note took: ^ 

at his own peril, and ran exactly the same risks aa if he took 
other instrument of credit without indorsoinent. 

54. If any readers of this wort should happen to be acquainted 
with our Theory and P^'aeticc of Banking y 2xx<i edit 1806, they 
may perhaps be greafly surprised to see that, though tho*fi3icts 
and the system of credit given here, are the same as those set 
forth in tliat work, yet our statement of the Law of the subject is 
perfectly different now to what it was tlien. The explanation of 
this extraordinary difference is this; that in the former work we 
stated the Law according to the current doctrine which may be 
heard in Westminster Hall, in a special pleader’s chamberSr Or in 
thoicommoti text books. But sinc^ that work was published, >we 
were selected by the Royal Commissioners for tlie Digest of the 
Law to prepare the National Digest of the Law of Credit In 
the preparation of this great national work we could not 
rest satisfied with the loose, vague, ill-defined, notions floating 
about Westminster Hall. It became necessary to trace every 
single principle through the wliole course of English Law to 
its very sources ; and to reduce to absolute precision the shifting 
and conflicting doctrines in the vai’ious cases. It was also neo^s- 
sarj" to investigate thoroughly the Theory of Cj’edit as developed 
in Roman Law. The result of this investigation \yas t<>\shew 
that the common notions on the subject prevalent among EngUs^^^^^ 
Lawyers, are completely erroneous both in fact and Law. Pages 
of our common text books must be scored out, Ah that we lin'd 
in them stated about the transfer of beiu 

traiy to tlie Common Law, and only adopted from the La w^ 
Merchant is pure rubbish, and must be consigned in future ^ 
limlio of myths. We proved by a series of casos traced 
500 years that in every ease wdiero a 
originally created transferable by the conseiit qf the obligor,; 
the Courts of Law have uwariaWy hehl 
might sue the obligor in his own name. T such- is tsho 
vitality of error, that it one of the stock 

moh La^^ .Not oifly .was the Reties of no which Lord^ I^^ 
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i^^lused to recpgnize^I^^ as legal documents quite 

contrarj^ to the. principles which had been invariably followed 
for three centuries j but liOrd Mansfield expressly declared them 
to be founded on eiTbneous principles ; * and Lord Keuybn, well 
kiKOTU i^s ji stichte^^ rigour of the Common Law, 

ccuicurrbd in The whole system of Bills and Ifotes 

is strictly legal at Common Law. Moreover it was quite clear 
that the flimsy reason given by Lord Coke was quite inadequate 
to &J>hu case* The Law affecting the transfer of Credit is 
only an example of a very wide pi inciple of jurisprudence, 
founded on tlie very nature of tilings. liomari Law went through 
exactly the same phases as English Law is doing; and it seems 
sotnewhat strange that the Law of the Itomans, who w^^eroiiot a 
commercial people, reached a much greater slate of perfection 
than the Law of a great commercial people like the English. 
And the reason is that the Roman Law was worked out Ijqt a 
series of illustrious jurists with whom we have none to com- 
pare* Where is our Gains, or our Modestinus, our Javoleans, 
our iTlpian, or our Rapinian ? Alas! wo have none such. Wo 
have no philosophic jurists, only matchless legal practitioners. 

KhgKsh hiw on the transfcr of Credit is only a case of arrested" 
development. Three-quarters of a century ago, Justice Buller 
justly stigmatized the absui'dity of having tivo conflicting 
systems of jurisprudence to decide the same mercantile case in 
the; same Gountr^^^^ We think that it may be of use to j[>rest*nt 
the prinoifMes of Law' and Equity regarding the transfer of 
Credit as stated in our Digest. 


Gommencemeiit Digkst of the Law of Credit, 
for the Law Digest Gommissioyiers, 

1. fL) Credit, or Debt, in legal and commercial langita^ 

means a Right of ^ a person for a sum of money. 

Said* ^ cJwse-m-action. 

(i.) The person' who owes the money is termed the Debi^r ; 
the pen’son W is tegned the CREbiTOR, and 

gbmotinies the 

2. At Common :Lw^^ creditor : cannot transfer his deb% ■ 
rigbt of actlon, to a thi;^ perspif W 

* ilmtit i 
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defctoVjSO as to enable the transfefee to suo the debtor in his, own 

But whenever the debtor assents *to the transfer of the 
debt, or eAosc-in-ac/ion, either orally, or iu writing, the assiguv 
merit of it by the creditor is irrevocable, a trust is created, and 
the assignee may sue tbc debtor in his own name. ^ 

4i, If the debtor does not consent to the transfer of, the debt, 
or right of action, the transferee may sue him in the name of 
the transferor, and equity assumes that the transferor ’always 
gives him this permission. 

5. In Equity a creditor may transfer his debt, dr idght of 
action, with or without the consent of his debtor. v 

6. A written contract by which one person is bound to pay 
(1) a certain sum of money (2) to a certain (3) at a certain time, 
is termed an Obligation, or Security for Money, dr a 
Valuable Security. 

7. (1.) A written Oroer from one 'person to another who 
owes, or appears to owe, him money as a debtor, directing limi to 
pay absolutely, and, at all events (1), a certain sum of money (2) 
to a certain ^person (3) at a certain time, is in modern language, 
termed a Bill of Exchange, or shortly a Bill. 

(2.) A written Promisk made by one person to pay absolutely 
and at all events (1) a certain sum of money (2) to a certain 
person (3) at a certain time, is, in modern language, termed a 
Promissory Note, or shortly a JSTote. 

8. A 'written Order addressed by one person to another who 
holds a fund, not as liis own property, but merely as the Agent, 
Bailee, Trustee, or Servant of the writer, to pay a sum of 
money, is termed a Draft, or Order, for fhe payment "i)f 
money. 

9. A mere acknowledgment of a debt, not containing any pro- 
mi sO to pay, is usually termed an I O U. ^ 

10. (1.) A bill, note, or I O XJ, is always a choa^m^etionj 
that is it operates as a charge, or credit, against tfao- person of 
the debtor. 

(2.) A ‘draft, or order, is always a 
operates as a charge, or credit, against the fluid. 
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SECtroiT III. 

Oh th® Limits* AHt> ExTInctioH op Cbbuit. 

On' the Limits of Credit. 

55. In the preceding sections we have clearly shewn that 
Credit is the name of a species of Incorporeal Property, which 
is of the same nature as, but ‘inferior in degree to, inoriey; and 
that it fulfils exactly the same functions as money as a Medium 
T>f Exchange, or Circulation : al'so that it is Propert)’^ cumulative 
to money; that is, that it is over and above, or additional to, the 
quantity of money in use. In the following sections we shall * 
exhibit the actual mechanism of the System of Credit, and shew 
how it is tive great prodiiGtive, or circulating, power of modern 
litnos* Credit, in fact, fs to money what steam is to water: and, 
like that power, >vhile its use within proper limits is one of the 
most beneficial inventions ever devised by the ingenuity of man, 
its misuse by unskilful liands leads to the most.fearful calamities. 
Credit, like steam, has its limits, and avc have now to Investigate 
the proper limits of Credit, and the various methods by wluch. 
it may be extinguished. Because by its very name and its very 
nature, it is always created with the express intention either of 
being, or of being capable of being, extinguishcML It is Unex- 
*jiNGirisnEi> Ckkdit which produces these terrible monetary 
cataclysms which scatter ruin and misery among nations. It is 
by the excessive creation of Credit that over-production is 
brought .about, which causes those terrflilo catastrophes called 
Commevcial Crises : and the inability of CreviUt-shops to ex* 
tiuguish: the Credit they have created — commonly called the 
failures of Banks— is the cause of the most terrible social cala- 
mities of modern times. 

The true limits pf Credit may be seen from the etymology of 
the word.\ B is a Promifse to l\ty something ifi- ^ 

future. And that something,” whatever it be, is the,VAttJK 
of the promise. That something need not necessarily be nioiiey. 
It is ^perfectly possible that it should be anything else. The 
of force before thp invention,, 

of money. It might A promise to do sbmelbing. As mi exr 
ample of this; we^miiy take a postage stamp, which is a promise 
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by til d State to carry a letter. And this service is the value of 
the ^tainp. IsTow, it is quite clear, and to shew it, wc haVo only 
to appeal to every one’s experience, tlijt a postugo staixip is a 
\’aliiable thing. It passes currently as sinaU change^ N 
people Uike postage stjiin])s as equivalent to pence, because they 
often wish to send letters by llie post. Tins recent, regulations 
that stanj}>s sjiall be convertible into money at iniy post ofiice,' 
makes them in all respects ])ai‘t of the currency of the country. 
They are, in tact, Id. notes. • 

Now the only real diH]<.*ulty in the case, is to observe that the 
naked. Promise to Pay is ind(*pendent exchangeable property, 
quite distinct; from the tiling itself, and it may circulate, in com- 
merce, just tlie saine as the t hing itself. This may surprise soitie 
readers at lirst, but, to shew its truth, they need only apjK'al to 
their own daily expcricMee, where they see bank notes, cheques, 
and bills of exchange, circulating to th6 extent of liundreds of 
millions, and pertbrniing all the fuuctions of money. AVe shall sec 
below, tliat J. B. Say, ^^'llOse doetrine.*:^ of credit wo shall examine 
in a future chajiter, fully acknowledges tlnit an instrunnmt of cj*e- 
dit has an*actual value, and may perform the duties of money. 

But, of course, it is (juite manirest that the Valuis of the 
promise is the q.’iiiNr. '/^.sv.//,.an(l, conserjuently, if the thing itself 
tails, tlie promise has lost its value. This consideration, there- 
fore, at once indicates tlie limit of credit. Assuming credit to 
be, wliat it is in its licst known form in this country, the promise 
to pay money, it is quite clear that every future payment has. a 
Present Value, Consequently, whenever the j)ossossion of money 
at any tinic is actually certain, the Right to receive it is an 
exchangeable Projiorty, wliich may 1)C bought and sold. 

Commercial Credit, however, does not rest upon so jsolid a 
basis as the certairdy of being in possession of money, for then 
it would bo as safe as money itself, and losses W^^oiild bo imknowm. 
It is based upon tlie expectation of rcceiA^ing money at a certain 
time. A trader buys goods, and gives his promise to pay 
moneyi upon the reasonable expectation that he will be able to 
Qell them for money before the bill becomes due; or, at least, ^ 
that ho will be in the possession of money before tfiat'timev 
That is, he prodat^s^ oy brings and olfers them for sale, ia the 
Itope that .they will be cbmumedy pr bought. If he brings for- 
ward for sale inore of any species of goods Jhan is snitabWto^ 
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the circiiinstance^? of the time, so that they cannot be sold at all; 
or if they are obliged to be sold at a lower prbie than they cost, 
that is over-produptlon, IIo must then pay his bills out of any 
other funds at his disposal, or sell otlier property to meet therm 
and, if he cannot do so, he is mined. 

. In^tinics of groat speculation and great fluctuations of prices, 
tliere is an exce<jding danger of over-production by moans of 
Credit, especially l>y that abuse of it called iXccominpdation 
Paj^er; which avc shall describe hereafter. A new elianin?! of 
trade is opened, ])erhaps, and the first to take advantage of it, 
make great profits. ]\Iuil.itudos of others, lu^ariiig of those great 
profits, rush in, all dealing on credit. The market is over- 
stocked, and prices tumble down, and the credit created to carry 
on these operations cannot be redeemed. Not only are the 
speculators in nmny cases ruined, but also frequently the banks 
which created credit by discoimting titese bills. 

The mstitutioii of Ikiuks and Haakers, who create Currency 
by means ofc tlieir Credit, either in the form of Notes, or 
Deposits, gives a groat extenslou to tlie. limits of Credit. But, 
nevertheless, the of tlie limit remains the same. The 

increased quantity of Cuncncy they can issue by means of their 
Credit, enables them to lower the rate of discount. ‘These 
banking Debts take the place of money , and servo the purposes 
of money for all internal transaxtions. When a banker has 
created those Debts by buying commercial Debts, those who are 
indebted to tlie banker must obtain a siifhcieiK^y of money, or of 
other bankers’ notes, or of the banker’s own notes, to discharge 
Ibeir debt. And if this be done, the Credit has been sound; 
payment in all these forms, as we liave seen already, being 
absolutely equivalent. 4Ience we see that Credit is never 
Excessive, no matter what its absolute quantity be, so long as it 
always returns into itself. 

On the ExTtKCTTON of Credit. 

" 56. We Imve now to consider the various methods by which 

Credit may be extinguished. Commercial Credit in this country 
is always expressed to be payable in money, but there are various 
other modes by which it may be oxtiuguished. They 

I. By Payment in 
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’ -How a Debt is extinguished by pay;pient iii rno^^ given 
rise to some svibtlo speciiiation, *11 has allowed by some 
; ^ a Right once created eamiot bo extinguished : 

and it has been said by some Lawyers, thaf the 
transferred to tlie debtor by the payinetit of the moiiey, he * 

♦ cannot sue himself, and therefore tlio Debt is extinguish od.^ 

This explanation, however, is not satislketory, because ihmanj^ 
cases a man can sue himself; and, moreover, this would only 
show that the Right was in abeyance, not that it was ex tin- 
guislied. The considerations, however, w^e have preseuted >viU 
giv^e a coinploto sohdion of the case. 

When a man has money, and has also the Duty to Pay a sum, 
that Duly to Pay is as wo have seen a Negative Quantity. The 
Right to Doinand tlie rnonoy in the person of the Creditor is a 
Positive Quantity. The Debtor tJien buys tliis Xtight to Demand 
from the Creditor witli money; ’or gives monby in exchange for 
it. By this means tlie Right to Demand and the Duty to Pay 
become veste<i in Ids own perso!i. And as these a^re ecjual and 
0[)poslto QuiuitUios, they cancel each other, like + rt and ~ a on 
the same si<lo of an eqnalion. They, therefore, vanish together, 
and thus the Oontuaot is extinguivshed. This vesting of the 
. Right to Demand and the Duty to j)ay in the same person was 
called C'b?ii;/b6vo in Roinaii I-iUAvd * 

IT. By Acccptihitlon - or Release. 

When the Creditor transfers his Right to the Debtor as a 
gift : hi this case as before, the Right to demand and the Duty to 
pay become vested in the same person; they cancel each othet, 
and the contract is extinguished. ♦ ; 

A Credit or Right of action being a chattel may be the subject 
of a (3ift, a Sale, or transier like any otjiier. 'If presented tp the 
Debtor it is exactly CM'juivaienl to the gift of so niuch money, 

17, 115— Qvii obligatione libcratur vidPtur cepisse 
^ qnicl.. ' ■ : ..^v^ - 

liasiL, ii, tJ, 115 — h cXevOtpovfnei^oQ ri - 

w^hich may be rendered thus— TAe lieleiue 
increase of Wealth. 

The release from a. Debt Is always classed as a J^onaiiof^ iii 
■' RomanLaw.® ' ■ '.'W'-." 

* iii., 109. Z)^€0txlri., 4. v 

J F^Mcaikm Hki&rvimc Jvst. Livi w.. tit. 7 S 619: 657. 
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So De Sayigny says A simple contra^ the Release of 
a Debt, may be the subject of a donatioju.” So again *— “The 
increase jof^w^ may result from . . i a. credit given to 
tfie debtor, or the release of a debt.” And again “ Tlio release 
of a debt always constituteH a gift equal to the amount of the 
debtj even though the debtor be insolvent.-’ 

The release of a debt may be considered to take eflect in tw^o 
ways. ISither as the Creditor agreeing to destroy his Eight, 
and theb, of course, if the Right is destroyed, tlie Duty is also 
destroyed along Avith it: or else as the gilt, or ti'ansfer, by the 
Creditor of his Right to the Debtor; and flion the contract is 
extinguished by ’the Right and the Duty being vested in the same 
person. The practical result, of course, is the .same whichever 
way we regard itl? But we consider the latter way to be the 
more phUosoj)hical, and niore in harmony with tl )0 rest of Iho 
^ubjecl. Wo shall therefore always consider the release of 
a debt to be the gift by the Creditor of his Right to the 
Del)tor. . i 

This princijde will be found to be of great importance in our 
moderri system of Joint Stock Banking, as will be shewn here- 
after. 

nr. By JiTovation ^ or Renewal, whieli takes place either when 

1. The Obligation is renewed by the same |)er8on. 

2. Where the Debtor transfers to his Creditor an Obligation 
due to Him tVom one else. If the new Deixor ex|)ress]y consi n- 
led to the transfer it >vas called a Ddet/ufto, or A^^signment : 
and in this case the Assignor Avas released from his debt to the 
Assignee, unless it stipulated that he remaiaed bound as a 
surety.' ■■ 

The inodeni system of Bank ‘Kotos and Cheques is an ex«ainple 
of the extingrushment of a Debt by JSFo^Uitum, Wherever a 
Debtor pays his Creditor by means of these instrnments of 
credit, the Creditor agre(?s to receive the banker as liis debtor, 
and the Assigubr is dischargetl by Novation^ and the banker 
bcconies to the traimf^^ 

This operation is also knoAvn in commerce by the name of 
*> Ait Excharige,” when effected by persons living in different 
places* A pefspii living iii ope countiy may bo Debtor to one 

; ■ ' TffpiU tU dfioit Hmdin. Tjiv^ ii.^ch, 3, § 142. • § 155. 

^ ^ ^ § IQO. abo ante^ 170. * iii., 176. Instil. iU., 80-8. 
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person living iu another country, and Creditor He 

may pay his Creditor by sending him an order on his Hebtor, 
and tlms the Obligation is extinguislted. The mass of i:eciprbcal 
transactions of tliis nature which take place between ^ 

countries is called the Foreign Exchanges: a subject wc shall 
have to investigate fully hereafter. ' ; , 

This Novation was also called Transfusio* 

IV^ By Compeiimtion ^ or Set Off. . 

If two persons were mutually indebted to ejich oth^r, each 
might claim that the debt he had to receive should be set off 
against, or taken avS payment of^ the debt he liad to pa}". If 
the )nutual debts, therefore were ecjual, each W'^^as taken as the 
payment of the other, and the two ])artios were released by set 
olF. If oiuvdeb t were,greater that the other, a payment in money 
onlv of the balance was necessary. 

This principle of Coinpensatinn^ or set off, has attained enor-^ 
nious importance in the modern system of Credit, of w’hich wc 
may giyo as ex^imples. 

1. Suppose a ban leer who issues notes holds a^nerchant’s ac- 
ceptance. Sui>p<)se that the merchant holds an e<ju:il amount of 
the banker’s notes, d'hen the banker bas the liight to Demand 
payment of tlie acceptance, and he has tlie Duly to pay his owii 
notes. The niercliaiit has the Right to Demaml payment of the 
notes, and also the Duty to Pay his own accojUance. When the 
acceptance becomes due tlie banker demands payment of St from 
the merchanli^ At the same lime the* merchant demands pay- 
7nent of liisjiotes from the liunker. TJi(^ mercliaiit then pays his 
acceptance by transferring Ij is own notes to the banker. The 
banker pays his notes by ti-ansferring his own aoceptahee to*tbe 
merchant. Each of them, then, has vested in his own person 
the Right to Demand aii<l tlio Duty to Pay. These opposite 
Quantities cancel each other, and the t\yo CoOTUAO'rs are tly^s 
extinguished. 

2. Tiie first groa t example of this that we are aware of is tb fit ^ ■ 

mentioned by Bwisgviillebert. - The French merebanhs Ihiding 
it very inconvenient always to have to pay their bills in money 
agreed to nialv(* tl»em payable at the t air of Lyons. ^ AVhen this 
fair took place they met and adjusted tim claims against eaefi 
other : by Or set oft*; and by this means says 

‘ ivi., 9: 1,2, 5. ^ ^ 
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Boisguillebeyt,: a comm^roe of 80. millioui^was ‘aettled wUJioiit 
any money at all. 

o. Aiv example of this, ou a greater scale, is the Clearing 
llouso of Loiiiion, in which daring the last year, Credit to the 
amount of £.5,350,272,000 was adjusted and extinguished by 
Compenmtwn without the payment of any money. There are 
besides many other Clearing Houses in the country. 

Thus we see wliat a prodigious extension to the System of 
Credit, *tlic means of extinguisiiing Credit by otlier means than 
payment in money gives. And having now exjilainod how 
Credit Is created, exchanged or sold, and oxtinguislied, we shall 
now exhibit the mechanism of the great System of Credit. 

57. The system of Credit is divided into two great branches, 
Commercial Credit and Banking Credit. * In tlie first, merchants 
buy commodities by means of Credit payable at ik certain time 
afterdate. The second is where hankers buy these Commercial 
Credits by creating Credits of their own |)ayablc on demand. 
These two departments of Credit are perfectly dislinct, Com- 
inerciabCredit is always created terminable at ;i fixed time, and 
is always intended to bo extinguished at that time. Banking 
Credit is -always created ijayable on demand, and must be capable 
of being paid, if denvanded. But it is not itilended to be extin- 
guished ; on the contrary, it is created with the hope and the 
expectation tliat it will not be extinguished, but that it \vill 
contimie in existence and do duty as money. There is no 
necessity that it evoj* should bo extingnished. It may be traiis- 
forred frotiione account to another in tlie same hank, and from 
oijo bank to anoth.or to the end of time. It is [>erfectly possible*, 
that much of the Banking Credit which exists at the present 
day may liavo been originally created by the very first banks 
foiuided ill this country ; and there is no necessary reason why 
ft should not continub to *the end of time. Money is a very 
expensive inachine to piu'chase and to keep up. But Banking 
Credits cost nothing to create, amPthey may be absolutely : 
iudestructibic. 

The two departments of Credit are perfectly distinct, are 
vgoverned by diffeamk Jitdl arc iu some respects 

autagonistic to each other; The same I>e^^sons should never 
carry on both ; that is, great baiikers should not be merchants, 
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and great merohants should hot be bankers. For the duty of a 
banker is frequently c%itrary to the interest of a merchani By 
a curious custom, professionarbankers are excluded from the 
Directorate of the Bank of England, which is entirely coin posed 
of merchants ; and in former times the Di lectors, who of opurso 
sympathized with the commercial comiuunity, often pur# 
very niistakea policy as bankers, which produced inany 
calamities. • 
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Skotios IV. 

On CoMMKUCIAL CuK»lT. 

On Crkdit B/VSEi) upon Simui-taneous Transfers of Cxm* 

;M61)ITIKS — ClllCDlT CREATED FOR THE PURPOSE OF FORMING 

*A New Product. 

0>i the System of Credit based vpon Simidtaneous 
• • TrojYisfers of Commodities. . . 

58. Goods or comino(]itics,in the ordinaiy course of business, 
pass tivrough the foliovviug hands-: — 1 si, the foreign importer; 
2ndly, the' wholesale dealer; ^rdly, the retail dcrder; ithly, the 
custorner or consumer. To tlie iivst three of these persons these 
gooffs are Cupital; because thoy import, mamilai'ture, or buy 
thorn, for the sake of seilifiLir tirein with a profit ; the fourth buys 
them lor the sakt; of use, or enjoyment. Tlie price the iiltiiiuito 
consumer niust pay for thorn, must evidently be sidlicumt to 
reimburse the original t^xpense of production, together with the 
profits of the three succeeding operalions. . 

Now, leaving out of the question at present, how the importer 
of the gbods gains, posses.sion of them, which concc?rns tho 
foreign trade of the f30Untry, wliich ^vi^ flo not touch u])on here, — 
if he sells the good.s to the wholesale dealm- for ready money, he 
can, pf courscviuiuTediately i.mport, or ]>rt)tluc(a a further supf»Iy 
of gnod.s in the room of those he has disj)osed of. In a similar 
way the wholesale dealer sells to the retail deale?', and if he were 
paid in reatly money, he might immediately elTect fiirllier [lur* 
chases from the merchant to supply, the place ol the goods ho 
l»a<i sold. So also if the retail dealer were always paid in ready 
money by his customer, he might re|>lnce.tlio part of his stock 
that Vvas stild ; mid so if everybody had always ready money at 
conimand, tho streanv of circulation, or production, might go on 
uiiihteiTUptedly,as fast as consumption, of demand, might<)llow. 

This, however,, is not the ease. Few, or no persons have 
always ready niprioy at cotiimand for what they require. Very 
fevv Uwiers can coniriience* with enougli ready money to pay for 
all their purchases; and if the -stream of civculatiou, or proditc- 
tioii) were to stop xintil the customer had paid for the goods m 
money, it would be Vastly dimiiushed. 
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Now, lot us suppose that the meiTliant, having coufiflo 
the character of the wholesale dealer, agrees to sell the goods to 
him, but not to denuind money for them till a certaiu period 
afterwards. He accordingly parts with the property of the 
goods to the wholesale deal ei\ exactly as if he' had been paid in 
money, and receives in return the kigixt to demano payrnenit 
some time sJfter date. Now the very same circulation of goods 
has taken place as would have been caused by money. The only 
difference is, that tiie actual payment is postponed, and this 
the merchant charges a certain price. Tliis debt may bo 
recorded in two ways: it may either be simply recorded in the 
merchants books, or else in a Bill of Exchange. But it is quite 
clear that the property is absolutely the same in whieliover form, 
it is, though one form may hfxve more conveniences than the otlier. 

In a similar manner, the wliolesale dealer may sell for Credit 
to the retail dealer, and this Debt may be recorded in two forms, 
like tVie tlrsi, either as a liook-debt or in a Bill of Exchange. 
As ill the former case, the same c/irculation, or production, has 
been caused by Credit, as by money. Lastly, the retail dealer, 
may sell to his customer on Credit, and this Debt may also be 
recorded in two forms, cither a Book-debt or in a Bill of Ex- 
change. In this latter case the debt is veiy seldoin embodied 
in a Bill of Exchange, it most frequently rests as a book-debt. 
But* in this case, as \veli as in the former ones, Credit has had 
precisely the same eff ect as money in circulating goods, lienee 
we see that Credit llhs had precisely the same effect as money 
in circulating the goods from the mei-cliant to the consumer. 
Moreover, wo scjc that the jias-sage of the goods through 
tliese various hamls lias generated a Debt at eacli trmsfer^ 
Supposing tlio merchant sold the goods for a Debt of £100 to 
the \i*liolesa1e dealer, the wliolesale dealer wouhl probably sell 
them for a Debt of £110 to the retail dealer and tlie retail 
dealer would sell them to different customers for Debts not 
less qifobably.in the whole than £200. Hence we see that 
the successive transfers of the same goods have generated d( 3 l)ts 
to the amount of £440,: thereby cxcniplifying -tbo distinctioh 
we Jiave already pointed out between Credit" and Bills; of 
Lading; because, if the goods * had. parsed through twenty 
hands, the same Bill of Lading would always have accompanied 
them;-: . ' ' ■■ 
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Now the Debt for which the meroliant sold the goods to the 
wholesale dealer is no* doubt valuable property to him, because 
ho knows it will be paid in time. It rna}'', moreover, be ex- 
changed for anything else, like any other property, if any one 
will take it. But it is of no immediate use for Avhat the 
. Oierchant or manufixcturer probably wants at the time^, natnely, 
money to buy ntore goods, or to pay wages, •&o. Moreover, 
though }u3 may he cjuito satisfied as to the Rufety of the debt, 
from bis knowledge of his customer, it does not follow that 
others who doiffc know him will. Consequently such a Debt 
would not be well adapted for general circulation, and therefore 
it would be of no tisc towards further ]>roduction. In a similar 
way the Do]>t for which tJie whr>losale dealer sold the goods to 
the retail dealer, would not be well adapted foi- general circu- 
lation, and therefore could not conduce iiirther to production. 
The Debts due by customers to retail dealers, seldom do conduce 
to further production, because they are most frecpiently mei’cly 
in the form of book debts. 

Now, the merchant would probably sell to a great number of 
wholesale deahu-s whose debts 'vvouhl fall duo at different times, 
and tlierefore a <;ertain stream of money would always be com- 
ing in to enable liifu to eontiime production. 'Similarly the 
w^holesale dealer w'ould sell to a great variety of retail dealers, 
whose debts would fall due at different periods, and so a certain 
stream of money would always be coming in to onalde him to 
conliiiue production. Similarly, the retail dealer sells to a groat 
variety of customers, a great many of whom pay him ready 
money at the time of the purchase, as casual buyers, and Ins 
.customers too, pay him money, by which ho can continue to 
make purchases and keej> up tlie stream of production. And 
thei-eibvc, this would great ly facilitato circulation, or ]>rodaction. 

Cmlit, so far even as this, w'oiild be of great assistance to 
productioh, and the vast amount of it generated in ‘this manner 
W 7 )ukl be vahiable property to its owners. But it is mamfest 
that it tvould be of no furtlier immediate use to them. It 
might tberefqfio be aptly compared to so much dead stock. The 
next grand improvement would be to make this dead stock 
hegotialde, or excdvapge The tiOxt great step is to inako 
the Debts themselves saleable commodities; to sell them either 
tor ready money, or for other Debts of more cbnvenient. amount^ 
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antiimtnci^iatdy exchangeable for money on deniandj and there* 
fore equiyaleiit to money. 

There arc two classes of traders wliose especial bufilhesa is to 
buy those coiniuercial Debts, and so to give activity and circu- 
laticin to tills enormous mass of valuable property, iind to 
convert It from dead stock into further productive poweiv Tli^ 
first class of these traders are called BjLii Discountkks, 
hiiyers of dchtsj they buy Ihesc Debts A\ ith nioney. The setsond 
class are called Bankkus ; and they buy these commercial Debts, 
by creating otlicr Debts parable on demand. 

Banks, then, as far as reg.ards our |)ro.sent subject, are shops 
opened for the pnrj>ose of buying tliese commereial Debts. Tho 
rnerehant draws a bill upon tiie wholesale dt^aler, w ho accepts it, 
and tJjUvS becomes the principal debtor on the bill. The inorchxuit 
tlicn takes tho bill tor sale, or discount, as it is teclmicaUy 
termed, to his banker. It is usual to make l>ills payable to the 
drawer, or liis order, winch is signilietl by writing las name 
on the back of tiie bill. The mercliant, thendbre, writes his 
name on the back of the bill, and sells it to the banker, and this 
operation is terincd Inoousing the bill. ‘But the indorsement 
has another enbet besides merely assigning over the debt to tho 
banker, for, unless specially guard(‘d against, it makes him a 
surety for the paimn^nt of ilie bill, in case the acceptor docKS not 
pay it. Tlie etlect, tjiercforo, of the indorscmeul, is a Sale of the 
Debt, and a Avan'anty of its soundness. But lliis w arranty is not 
an ab.solute one, but only a limited one, as has been explained 
above. The banke?-, th(?refore, buys this Debt with a limited 
warranty of soimdno.ss. by creating another Credit, either as in. 
fornier times, hy giving the merchant the aiiioiint, less the d is- ' 
count in his own Note.s, wliich some banks are permitted to do 
now, or else by writing down a similar amount to the credit of 
his account, wdiich Credit is called a’DjjPosix, and gives the 
rnerehant power to draw u|K>n him at pleasure, and at demand. 
TIhis wo see tUit the Banker ha.s bought one Debt, tyhich is 
valuMblo property, by creating another Debt, which is also 
valuable property, and is equivalent to ready teioney to the 
mcrcliant. And we iniist particularly observe that this is not 
a cfincelment of debts, as many stipj)ose, J^^^^ exchange oi 
valuable property. 

Ihe Tfierchant hj&j how'^ever, a great many other similar Debts, 
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because he has sold to a groat lU wholesale dealers, and he 
will probably wan in a similar way to his banker. 

The merchant will, therefore, indorse, each of them over to his 
banker, thereby making each o4‘ the acceptors the principal 
debtor to the banker, but at the same time becoming himself 
fesjK)nsible if any of them fail to pay his debt. If, therefore, 
the banker discounts the bills of 20 acceptors, he wall have 20 
principal debtors, who are each of tliemboinid, under the penalty 
of commercial riiin, to pay their debts when they are due. The 
merchant, how'evor, is surety for each of them; and as it may* 
happM that out of so many, some may make default, the banker 
usually stipulates tluit the mcrehnat shall leave a certain amount 
of deposit on his account by way of additional security. If any 
accqjtor then make default, the banker immediately debits the 
account of his customer with tlic 'amount, and gives him back 
the hill. Thus, to a certain extent, the banker always keeps the 
means of paying hinisolf in his own bands, besides having his 
castonier’’s name on tluj bill, wdiich makes his whole estate liable; 
and, even shoufd his customer fail, ho retains the right to 
have liis debt paid out of the estates of both the principar and 
surety. 

■The wholesale dealer has given his acceptance for the goods, 
and he sells them to the retail dealer, and takes his acuuvptanoe 
for them. In a similar manner he wishes to sell iJiis debt to his 
banker, and so convert it into prodiatise capital, A ,sinular 
transaction takes place as in tlm former case. The wdjolesfilc 
dealer sells the debt of the retail dealer, .ami )>ecomes hiiiiself 
svirety for its payment to his banker. The banker also buys 
thisakbt by creating another debt payable on demand, which is 
etiuivaleht to ready rnoriey. 

The retail dealer may also draw^ upon his customers, though 
tins is comparatively rare, because customers ai*e generally 
beyond the pale of commercial law, ^ 

By these means w'c see that the dead stock, of commercial 
Debts is converted into Productive Capital. The merchant ted 
the wholesale dealer, have now the full command of ready money 
fol^ahy purposes they require; and, can continue thp siream^^^^^ 
production with^^^ and as their hills fall due, : te 

they have to do is to giVo an order on their banker. v ^ ^ ^ ^ 

Tb*e8e are jhe fewest number 
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ordinary course of business pass llirongb, and it is-clear Ijiat, in 
their passage from the niauidacturer to the customer, they will 
give rise to at least two bills, and soinefciiries three. They are 
ali regular business bills, they originate from real ^ 
and they are what are called Beal, or Value bills, and they are " 
what arise otit of ilie regular and legitimate course of business^ 
and are the great staple of what bankers purchase. It is a very 
preval<?nt belief among (ioinincrcial men, that business bills are 
essentially safe, because they are l)ased upon real transactions, 
•and ahvavs represent projicrty. But the foregoing consider- 
ations will dispel at once a considerable avnonnl of the security 
supposed to reside in connncrcial bills on that account, because 
we have seen that in the most legitimate course of business, 
there will generally be two bills atloal, originating out of 'the 
transfci’s of any given unvonnt of projierty, so that, in the 
ordinary w'ay tlicre will be at least twice as many bills afloat tis 
there is property to tliey refer. 

We must refer to tlm next section, for an e;Xposition of the 
ivieclianism of banking, shewing how the creation and exchange 
of DelHiS is nntde in modern omumeree to perform the part of 
money. We will only oliserve here, tliat the manufacturer, 
the Avholesalo dealer, and the retail dealer, may aH ho customers 
of the same bank, and if they all have thcir bills discounted by 
it, it will purchase a whole series of debts arising out of the 
transfers of the saine property. 

The above o[)t;ration.s are only wliat arise in the ordinary 
course of business ; it may sometimes happen tliat property may 
change hands much more frequently, and at every transfer a 
bill maybe created. Hence, when ^ the credits are vei’y long,, 
and the transfers numerous, it is easy to imagine any number o? 
bills being created by repeated transfers of the sanic property. 
In times of speculation, this is particularly the CJise. Now all 
these bills are technically commercial, or real bills, but it is 
evidently a delusion to suppose there is any security in them on 
that account. Tlie fact is, that the whole misconception arises 
from an error in the moaning of tlie word ‘‘ represent.” A 
bill of lading does, as we have said represent property, 

and whoever has the bill of lading, actnally has so much 
property. But a Bill of Exchange does not represent goods at 
all It represents iiothing but not even any specific mormy* 
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It is created as. a substitute for luoney^ to transfer property, but 
it (loos not represent it any more tliai\ mojiOy roprese)>ls it* 
This was long ago pointed out by Mr. Tlioriitoii, in his Esmy on 
Pevper In order to justify the .su]>position that a real 

bill, as it is called, rtiprosents actual property, tliere ought to be 
some power in the bill-holder to prevejit th(} property which the 
bill ropresents jfrom lieing turned to other purposes than that of 
paying the bill in question. jSTo such power Cfxists; neither tlie 
man*\vh.o liolds tJu; Irill, nor the man wlio discounted it, has any 
l>roperty in the spedlic goods for which it was givtsj.” Tliis is 
perfectly rnanift^sl:.* It is both (‘ontj*ary to the law and the nature 
of Bills that tht^y should be? tied down to any specific goods. 
And it sliews tiiat the^real security of the bill consists in the 
general airily of the jijirties to it to meet their engagements, 
and not in any sped lie goods it is supposed to re[irosent, the 
valtie of whicli Is vag‘n(3 or illusory, and im])ossible to bo 
asc(dvtnined by any one who liolds or discounts it. 

The dislinctum between Bills of Lading and Bills of Exchange 
is of so subtle ahature, but is of such monumtous consequence, 
tliatwemay illustrate it still further. The preceding sections 
shew that any given amount of property may, by repeated trans- 
fers, give rise to any amount of bills, which are all bondpie^ 
ju.st for llie same reason that every transfer Avould require a 
quantity of inoney equal to the. property itself to transfer it. 
Then, even siippo>sing the price mnaijied the same at caedi 
transfer, it would require twenty tinujs c€20 to circulate pro- 
perty to the value of £20 twenty times. But also £20 by tw:enty 
transfers may circulate property to the? value of twenty times 
jC20. So also a Bill of ExchangcnTiuy represent the transfers of 
many times the amount of property expressed on the face of it. 
This is the case whenever the bill is indorsed, or passed avrtiy 
for value; and the bill representvS US' many additional values 
e.vpressed ou the face of it as there are indorsements. Thus, let 
ils suppose a real transaction between A and B, A draws upon B. 
That shews the bill has efld^ted one transfer of property. A then 
buys something from 0 . It is clear that C might draw upon A, 
in a similar way that A drew upon B, • But instead of that, A may 
transfer the Bill' on B, by indorsement. It has now effected /iao 
transfers of property. In a similar w\ay, C may buy from D, atfd 
in payment of the property may indorse over thebill to D. The 
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bill then represents thre^ transfers of property. In sioailar^ 
4v ay it may pass llirojigh an mdiniited nnmber of bunds, 
wiir denote as many transfers of property. When C indorsed 
over the bill to D, lie merely sold to hini the debt 
grevioiisly sold to him. Now that might be 
dniwyig aVresh bill on B, cancelling the first, or simply indors- 
ing over the bill he received irom A. Heiice wo see that every 
indorsement is erjuivaleiit. to a fresh dr^v\ving^ But if be draws 
a fresh bill on B, it will n present nothing but B.’s debt to him ; 
whereas, if he indorses over the bill hcM*eoeived, it will reprosont 
B’s debt to A, A’s debt to C, and C’s debt to X>, and, eoa*^ 
sequenily, it will bo much more desiralile for D to receive a bill 
wdiich represents the sum of so many previous transactions, and 
for the payment of AvJiich so many parties are bemnd tq the 
whole extent of their estates/ Some lifty years ago, aiinost the 
entire circuhitiMg medium of Laficashire cousisted of Bills of 
lixchange, and tliey sometimes had as many as loO indorsements 
upon tliem bcibre tliey came to maturity. From this also we 
S(fO that no true esliniate can bo formed of tlie eflbet of tlie bills 
of exchange in tfn culalion, by llie returns from the Stamp Office, 
as has somelimes been attempted to be done, as every fi’csb in- 
dorsement is in eilect a new bill. So ibat tlie nsefld effect of a 
Bill of Exchange is indicated by (Tie number of indorsements 
upon it, supposing that every transfer is acconjpanied by an in- 
dorsement, which' is not always the case. VVe see here the 
fundamenlal dillerenco between Bills of Lading and Bills of 
Exchange, because the indorsements on the fbnnor denote the 
numlier of transfers of the same projK‘rty ; the indorsements on 
the latter denote the number 'of transfers of property. 

Ten indorsements on a Bill of Lading shew thut the same pro- 
perty lias been ti’ansfcned ten times, but ten indorsetr)<^Hts on 
a Bill of Exchange} shew that edovem tiin^es the amount of pro- 
perty has been transferred once. M- 

We have shewn that the prices of all commodities are mit- 
vcrsally governed by tbe Law of Supply and Demand at all 
times. If the supply be excessive, nothing can prevent the 
price from fulling to any state of depression, tmtil it becomes 
absolutely unsaleable. The commodity, therefore, wUl not piy 
the co^t of its prodaction^^^ and unless those concenmd in ptod^ 
ing it bave indepe^^^^^ to enable them to hold bn until 
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the excessive supply is taken oify and save thcni from ' fsoHing 
wlum tke price is ruinously depressed, or to stand the losses, 
they aji ML 

Almost alLmexi in conMe^^ under obligations; that is, 
they accept Bills Of Exchange which must bo paid at a fixed time, 
under the penalty of commercial ruin. To meet these obltga},ioiis 
due hy them, they have property of two sorts — Debts or Obliga- 
tions, due to them ; and, secondly, commodities. To meet their 
own obligiilions, they iruist sell one or other of tliese kinds of 
property. They must either sell tlieir debts to their bankers, or 
they must sell their commodities in the inarkei. While credit 
is good^ — that is, while bankers buy debts freely — tliey can retain 
their commodities from the markets, and wateli their own oppor- 
turnty of selling at a favourabki moment. As their own obliga- 
tions fall due, they sell to their bankers some of the.debts due to 
them. ' Thus, if credit were always good, they might go on 
for ever without the necessity of over having a single piece of 
money paid into their account, or having any money at all beyond 
wliat is necessary for their petty daily transaclioiis. But if 
credit receives a check, and the banker refuses to buy their 
debts, they must still meet their own obligations, imdei* penalty 
of ruin. They are consequently obliged to throw their commo- 
dities oA the market, and sell them at all hazards; the supj^ly of 
them becomes, excessive, and inevitably depresses the price. 
Traders who have capital enough of their own to meet their 
engagements without discounting, are able to keep their com- 
niodities back from the market, until, the extra supidy being 
exhausted, prices ris<3 again, from the luitiiral operation of the 
dcimandt Baiikers, we have shewn, always buy the Debts of 
traders by creating Debts of their own, which arc called their 

issues,” arid when bankers refuse to buy the Debts of traders, 
they are said tO: contract their issues,” C'Onsequently, a con- 
tractiori of issues, or of discounts, is generally followed by a fell 
in pficesv And in prices hajypening coiacidentally with 

a coiitraciion of issues, is frequently supposed to be caused 
directly by the diminished amoun of currency compared to 
comittoditieB, wdiich is to a great extent erroneous, because it is ; 
in reality caused by the extra quaiitiity of ooinmodities, which 
-a refusal to discount Debts ^uses to be thrown 
■■ 



530 PRINCIPLES OF ECONOMICS. [Chav. VII; 

We see, then, how utterly impossible it is to 
precise eftcct of the contraction of issues 6f banks upon prices^^ 
becnnse the change is principally produced by tlm quantity of 
produce which liaders are eompelled to sell to meet their en- 
gagements^ Avlien the negotiability of their debts recoive^^^ a 
check, and, of course, similar circumstances not ofily compel 
traders to sell, but prevent others from buying. Consequently, 
the supply is greatly increased, and the demand greatly dimi- 
nished. If, ho wever, the holders of one commodity are po^sesKSod 
of much independent capital, and are not compelled to realize to 
meet lluur engagements, a contraction of issues would not alfect 
them much. On the other hand, if the holders of another com- 
modity wore in general men who dej^ended chiefly on credit, and 
were conipellod to sell at a sacrifice to meet their engagements, 
a sudden refusMl to discount for them would catise an extra.' 
ordinary quantity of their pnxluce to be thrown upon the 
marhei, and enuso a ruinous d(?])ressioii of price. 

It is tlie sudden failure of confidence ami extinction of Credit 
wdiich produces what is called in commercial language a 
“pressure on the money market,” and w'hioh cau^JCH inoney 
to be “ tight ” When money is said to be scarce, it does not 
mean that there is a smaller quantity of inoney actually iu 
existence than before j there may be more, or there may be 
less in the country; no one can tell what the amount of inoney 
in existence is ; hut a great amount of Gkkdjt wdiich ^•serves 
as a substitute, and was an equivalent for money, is either 
destroyed altogetlier, or is suddenly struck wdth paralysis, as it 
W'ere, and ,de}>rived of its negotiable power, and, thereforo, 
practically useless, A vast amount of property is expelled from 
circulation, and money is suddenly called on to fill the void. 
When a new field of commercial adventure is found by sagacious 
discoverers, or a new market is suddenly thrown open by a 
change in the commercial policy of foreign nations, the first 
adventurers usually reap eimimious profits. As soon as thia 
becomes known, a multitude of other speculators rush into the 
same field, excited by the profits reajicd by the first. Numbers 
of merchants and traders purchase comniodities on credit, tha^^ 
is, they incur obligations which they must discharge at a future 
day,, in the hope that the returns will come in before 
payihent. But the immense quaiitity of goods poured ih u^tthjly 
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gluts the market in a short time, and, from the excess of supply, 
prices tumble down often to nothing, so that the goods become 
unsaleable, and either no returns at all come in, or such as are 
quite inadequate to meet the outlay. When this occurs, it is 
called mk^rtrading^ and when this has been extensively practised, 
it is necessarily and inevitably follovved by a great destruction ot 
Credit, and a groat demand for canh. Thus, credit is*destroyed 
faster than of)erations can be reduced in j)r(>povtion. Those 
traders who have not received the returns they counted upon to 
meet their t?ugagements, must raise money on any terms, and 
perhaps sell what property they have, at any sacrifice, to save 
themselves from ruin. The effect of this will be that money, 
for which there is an intense demand, will rise greatly in value, 
that iiS, discount will rise very higli. But as a necessary con- 
coinitant of such a state of tlungs, a great quantity of goods 
'will be tlirowm upon the market, and their pi*ice wdll be eiiot* 
mously depressed. These circiimstanccfS will, tliercfore, produce 
a very high rate of divscount, and ruinously low’ prices, wdiich 
must continue until the excessive supply of goods is .exhausted 
and camfidence revived* In such cases as these, traders who 
have not sufficient capital of their owui to meet their engage- 
ments, and hold on their goods until ju'ices rise, will infallibly 
bo ruined. Under such circumstances, the rate of discount bears 
no relation wdiatever to llio rate of profit. The use of ready 
money to persons vrho have overtraded, is of infinitely more 
consequence than the price they have to pay for it. It may be 
well worth their wdiile to pay 15, or 20, or even 50 per cent, for 
the use of money for a temporary emergency, whitili may save 
them from ruin, and enable them to maintain their position. 

It is, therefore, not the scarcity of money, but the extinction 
of confidence, w’^hich produces a pressure on the money market; 
and an examination of all the great commercial crises in this 
country, will show that they have abvays been preceded nnd 
produced by a. destrxiction of this Credit, wliicli has usually been 
brought about by extravagant overtrading and w-ild speculation, 

Tlie principle that the relation betw^ecn supply and demand 
is the Sole reguiator of value, combined wdth the action of tlie 
credit system, wdli explain all the phenomena witnessed during 
a pressure oh the money market; The failure of credit any 
nne branch business will produce its full effect op the gehCral 

; V . ' . '■ ' . ■■ "2 n ‘.2 ■■■■■■■. 
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market rate ofinterest, becanso thiit is; regqlfrted^by tho m , 

of the demand fbr money train whatever quarter w ; but 

it will not iiccessm-ily follow that the mai'ket of* oonv 

mpdities will be doprossed. The inarkefc ju'ibe commo- 

ditv will ba governed entirely by its own peculiar circuniStaiK^C^s/ 
If the holders of ono <;orniao<lity Itave iinlependeht aiicl 

liave ])rndent]y abstained from overtrading, tlip pme pfl such a 
eommodily Avill not suiter much, because the ratio of supply and 
demand will’ hot l>e altored to any grt\at extent, but it cannot 
lielp synipntlusing to a certain extent with other {^nTnodities. 
Ihit if llio holders of another species of comraodity have 
overtr.‘nh‘(l, and dependo<l too much on credit, without sufficient 
means, they will necessarily be obliged to throw a great quantity 
of their ]>roducc on the market to realize, and this excessive 
suj)])ly will depress the price. And this eflect will be increased 
l)^canse such .are the very times when persons who have ready 
money are particularly cautious in buying, partly because they 
always Iiope the market wdll fall still low-er, and they hope to 
buy cheaper wdien prices have fiillen to a iniiiimiim, and they 
will certainly not buy more of any commodity than they can 
help, which is diminishing in value; and partly because they 
must keep their ready money to maintain their bum position. 
From these causes, not only is the supply increased, but the 
demand is dini'ujishod, so tliat the fall is doubly aggravated. 
Thus, we see at once, that a falling market wdll alfWays be well 
supplied, becaiist* people who must .se]l,4iasten to d,o so before 
the price falls still lower; and buyers hold idoof, waiting as 
long as they can, to see the lowest. On the other bund, whett 
markets are rising, the case is reversed. The sellers hold alobf, 
hoping the price will be still higher, and buyers erp^W^^ 
hastening to juirchase before the price rises ^ 

that is desponding and inactive wdll ushaUy continue so until 
people are persuaded that things are at the lowest, aiul are at 
the turn. It is evident that these consideraiuihs and observati^^^^^ 
to home produce, of at least to :pf oduce w already 
in this country, arid which cari be throwii on 
immediately. In order to attract foreign produce, the inafkbt 
must I’ise high for a consideraW appeafance Of . 

..ccmtjnuing. HO.' '■ ^ r ;V- -V ■ ■- 

ikoisidcving that any bill wjratever which is drawn 
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bond in commerce technically a real bill, it will 

be seen at once that their supposed security is greatly cx- 
aggeratodj becattKSe any operation, ho foolish and absurd, is 
a good basis for a real bill. In thnes of rapid changes in price, 
niultitiides of l>ills will be generated by sj>eciibitive purchasers, 
and tvheft tlie price- W as rapidly as it rose, as it usually does, 
it i^ simply scabies. Hence, losses, and very 

.severe ones, too, (U’e sui'e to happen in such times. But tliere is 
always *at, least this certainty with real bills; Wlum persons 
have Speculated unbickily and lost their fortunes, they ard 
brought to a atandstilL When a man has j uined liimself by 
spe<;ulation, no banker out of Bedlam would advance him more 
money to 8peculat(3 with. Hence, ill-jndged speculation must 
stop a' man’s mischievous career in a cornparatively short space 
of time, that is, whenever he has lost the value of the goods he 
has been speoulatiiig with. We shall find in the next section, 
unfortunately, that traders have deviscMl a method to extract 
funds from bankers to S])eculate with, by whicli they can go on 
long after they have lost all they ever had, many times over, and 
adding loss io loss, until, perhaps, they may bring doAvn their 
bankers, wdiom they duped and defrauded, as nvcjU as themselves. 
We have she w'n, iit the next section, that there are symptoms 
wdiicit will oftKin indicate a t?ommcrcial crisis. 

On Credit created for the purpose oflmmj iqypUed to the 
ihrmation of a J^odncL 

■ r ' ■ ■ ' “ 

50. The operations on Credit, which we have hitherto been 
considering, wer% all based on an anterior ope ration, or one iu 
whiclv ap %Chan^^^^^ of commodities was- effected, by the creation 
and sale bf the Credit, wdrich Credit was afterwards sold oV ex- 
changed for another Credit Such Credit is, thwefore, inan^ 
festly Ibnitcd-^b^ which,liave been made, and by 

Gonmiercial exebanges. The jiuniber of bills created could by 
up ,|)OSsibiIU^ exceed the nninber of transfers of commodities, 
altlunigh lliey inigfat be grta^ less, because, as w'o have seeny 
sihglo bill might be ut^il to effect many transfers* of pro- 
pbr(y> In all these oases/a Pebt has^ created, which Waa 
■ expected to be paid out of the - proceeds existing 
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But since Credit is, as we have shown, exchangeable prppert^ 
and a substitute for money, it is clear that it applied as 

well as iiionoy to bring new products into existence. The limits 
of it in this case will be exactly the same as those in the former 
case, namely, the power of the proceeds of the work to redeem 
the Credit. ■ ■ . ■ ■ y' 

As an example of such a creation or formation of a product, 
we may take such a case as the following:— Suppose the corpo- 
ration of a town wishes to build a market-hall, but has not the 
ready cash to buy the materials, and pay the builder’s and work- 
men’s Avages. It may be a matter of certainty, thatif the market 
A\'ere once built, the stalls in it Avould be taken up immediately, 
and tlie rents received lr(Un them Avotild liquidate the debt 
incurred in erecting it. But, as the Avorkmen cannot wait until 
that period, but nKpiire immediate cash to purcliase necessaries, 
it is clear that, unless tliere is some method of providing ready 
payment, they cannot be employed. In such a case, they might 
burroAv mon(3y upon their OAva bonds, repayable at a future 
period. Now here Ave observe that these bonds arc the creation 
of property. They are llie right to demand a future payment, 
and are valuable exclmngeable property, which may be bought 
and sold like any thing else. In this case Ave observe there is an 
exchange. But the cor).)oration need not borroAv money. They 
miglit make their own obligations payable at a future date. And 
if these VAm'e made small enough, and aaxu‘C readily received by 
the dealers in the towns they might be used in the payment ot 
the Avorknicu’s Avages, ajid perform all the functions of a cur- 
rency, and be equivalent to money. Each of them is a new 
Right created^ and valuable property Avhich .is exchangeable, 
and, therefore wuxvru by the definition. They would be quite 
as efficacious in or fo market-hall as real 

capital. And the inarket-hall itself would be capital, because it 
produces a profit. As the stalls were let, and rent received for 
tlicm, the bonds might be redeemed, and the debt cleared olE: 
It is said that many market-places liave been built by adopting 
siicli a plan. This ca>se shew^s the utter fidility of the 
that Credit cannot Im) applied to the fmmatioivbf products^ 
here A^x sec it was not based on any anterior opevatipn. 

This 5s an instance of the of a 

iiot litcrely the tmigi|br of an existing product. Tfe V 
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the corporation would be precisely tho same, whether they 
aceomplished their object by boiTOwing real capiital and paying 
interest for it, or by issuing bonds, bearing interest, payable at 
fixed periods. In tho one case, they would Vie liable to the full 
extent, of their property to the persons from whom they had 
borrowed on the money ; in the other, to those wVio held their 
bonds. If the operation was successful, its profits would in the 
first case pay the persons who had lent the money ; in the second, 
the fiu'ofits would pay the persons who held the notes, and 
extinguish the liability of the corporation. If the oi>eralipn 
were unsuccessful, the corporation would equally liave to make 
good the loss out of tlieir general cficcts, eitJier to tho lenders of 
the money, or to the hoider.s of the notes. It would, therefore, 
be a matter of no consciquence whatever to the corporation 
wliicli way they adopted to accom}>lisli llie work ; but it would 
be a matter of importance to llie town at large, liecause, if they 
liorrowed veal capital to do it, that w'ould by so much tliminish 
the fund of moving power applicable to other species of industry, 
and raise its'^f^rice. It is clear, therefore, that tlte second method 
would be so much clear addition to the capital of the community, 
and would therefore bo most advantageous for them. 

This second method of utilizing credit, from not being based 
upon tJJ'pital, is an instance of what is usually called, 
capital, a name of extreme inaccur,acy% which too many persons 
are in the habit of using, from the hasty assmnption that what 
is not real must necessarily be fictitious, and are more led away 
by a jingling antithesis of Avords than an acamrate perception of 
ideas. If the bonds issued by the corporation were not redeem- 
able, and represented nothing, the epithet would be 

apciirate But such is tar from being the case. In both cases 
it resolves itself into the Pjiksknt Valuk of a deferred jxiyment 
in the first instance, the obligation incurred by the corporation 
to the, lenders of the money would not bo limited to the specific 
capital they axtyauced, but would be a general charge on the 
whole prqpe^ corporation. The bonds issued in the 

seepnd case would be precisely the same ; they would confer 
upon the holders of thetn a general charge upon all the property 
of the corporation. The seeuiity to the holders of the corpora- 
tion’s :obliga^^^ would bp absolutely identical in either case. 
^ tfeo corporation spend the money, it is absolutely gone away 
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from theta ibr ever, an^ is no more a jecnrit^ to t^c 
their notes than if it bad iiover existed; In Joasc^ then , it 
is the permanent property of the empomtiem ^hi^^ 
security of the lioldcrs of its notes ; and they, 
general charge over it iii both cases. It isj therefore, to the last 
degree inacem-ate and niitnie to distinguish one ease by 
teriT). real capital, and to brand the othm- as fictitious, llmre % 
absolutely no distinction at all between the two cases, as for as 
regards the corporation and the holders of its bbtigtitions; the 
pi*oiits and the losses arc identical in their effects in either case. 
The true difference ivS to the community at large, and the general 
fund of capital available for its use, and its only effect is to make 
ca]>itji1 sonunyhat cheaper than it would otherwise be; and a 
judiciotis and 8!K*c(?s8ful employment of it eminenlly conduces to 
the national prosperity. 

The only advantage of the second method is that it makes 
capital more abundant, and sometimes might ju'ovideit when not 
otherwise obtainable. If it were scarce, or otherwise occupied, , 
it might not alway.s be possible to obtain it. If -hohody had * 
money to lend, the second method might supply the want, and 
so long as it is practised by judicious persons, and used in pro< 
ijiotlng successful operations, it is a great blessing. But it is 
just on this very point that it is liable to the most dahgerous 
abuse. If the corporation wei-e limited to the use of real capital 
advanced by some iMd(?pcndent person, he would probsibly take 
into consideration the purpo.se to which it was to be applied, 
as well as the solvency of the corporation, and if he thought it 
injudicious, he would probably not advance it. 
therefore, be so far a check upon them; but if they Avere, tolally 
deatituto of control, and could embark In any o|)era^^^^ 
simply writing a few ‘^promises to pay’- tipoh bits of paporj 
► they may be led away into wild and dangerous 
deceived by false expectations of profit, and mvolye themseB 
and all who trust them in ruinous losses. Bccad^Or though 
promises to pay did not reproserit real adyahees^^ 
fore inaccuratcily call ed fictit ious capital, if they get in to 
tion, and people give value for them in epinmoditios services, 
a disastiV>us ppei atibn upon fom as much loss, of 

capital's. if .thfiy:.h ■ ■■ ■ 

. have shewn that in ibr ^ commbditiesi, 
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wlxioh teVtu must be lield by the imanimoiis cOMcnt of all 
luod^ijm to include both the formatm^ the 

transfer of Credit performs exactly the same 

functioiv as money ; sb^ as production goes, Credit 

is in f^lbrespecM^e^^ to money. And so long as the opera- 

tmns cvovytlnng goes well : money being, as we 

bayeiaidi down, the rei>rese^ of the fruits of a man’s past 

industry, and Credit a pledge of his future industry. It is 
certafu that* “ Credit “money” many times in this 
country, for whereas it is not supposed that the actual money 
exceeds £80,000,000, the Credit in Bills of Exchango, and 
Avhich is only one form of it, taking a very low estimate, exceeds 
£4OGj000,00O ; that is, the peoph3 of this country have always 
pledged their future industry to the extent of four hnndre<l 
millions. And this £400,000,000 is equally capital, it is equally 
a real value as the £80,000,000. No doubt it is of a different 
description; it is more perilous; a portion of it may;pevish. 
But it is an undeniable lact that it has perform od the same 
functions, lb far as regards production, as money. It is a dis- 
tinct and separate value over and above commodities, totally 
different from Bills of liading, which merely represent particular 
, commodities* Bills of Exchange are not a lien upon property, 
but upon industry, and any property a man possesses is only a 
kind of bollateral security to^make good bis engagements in case 
his industry is luisttcccssful. 

lu tlie case examined of a bank discounting the bill of the - 
njanidhcturor A, upon the dealer B, the transaction was already 
effected upon wdiich it W'as founded, A liad rendered the service 
to B, for which he wa>s to be paid at a future day, ho drew 
the bilVupon him, and originally all bills of exchange represented 
prtwiously existing debts, and they bore on the fa (‘0 of them the 
words -libr value received” to testify the fact. Consequentiy 
WheirA discounts the bill, founded upon that transaction, with 
flnVl>ank, it nmst bo carefully obseiw^ is simply selling 

a Debt wlficH k And so long as Bills of, 

past transactions, their 
negotiatioa is hot borr^^^^ as is commonly understood, 

fiat the sharpness of traders diseoyered that they might be , 
appHed to 
; ^ la the case of a 
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had got the goods, toAj Avho had given them, and A had . got 
the money that would Bo payable to him at the 
bill, advanced to him by the bank on the credit of B’s 
as well as hLs own. If B, however, be a person of weaitb and 
reputation, he may lend the use of his name to A vrilhont any 
real transaction having taken place between them. Thus, he may 
accept a bill of A’s, and A, on the strength of Lis name, goes 
to his banker, and gets the money, with which he performs some 
operation, such as inanufacturing goods, and, having done Sq, he 
may sell them to C, and take C’s bill in )>aymont of them, whieh 
latter is a real transaction. Now the whole of this operation 
is based upon the credit of B’s name, it is not based upon any- 
tiling real, or upon any service jireviously rendered ; consequently 
it; is in its(‘lf a completely new transaction. Such a bill between 
A and B is calle^l an Aocommodatiox Brrx. This name is, how 
ever, not confined to cases where the acceptor lends his name for 
the accommodation of the drawer, though tlmt is the most 
usual forrn^ but wherever an acceptor, drawer, or indorser 
[mts his name upon the bill, and therefore renders hifcself liable 
to a lioider for value to discharge it, without, as the legal 
expressiou is, consideration moving to him, it is an accomoda- 
tion bill, ami tlie party for whose accommodation it is liegotiated 
is bound by law' to provide funds to discharge it at maturity, and 
also to iudemnify the accoininodation acceptor, drawer, dr 
indorser, as the case may be, against the consequences of non^ 
payment. 

The practical effect of this transaction is simply that B stands 
security to the bank for the money advanced to A; and there is 
notliing in tlic nature of such a transaction worse than for one 
man to stand security for another in any other commercial trans- 
action. In some respects it is much fiiirer to the person who 
runs the risk as security, because, in the ordinary course, wdieii 
one person becomes security for anothoT, ho do68 not receive 
any pecuniary recompense for the risk he runs, to which 
he was certaiidy most ftiirly entitled ; whereas, if it bo done by 
way of Accommodation Bill, he generally i*eceives soino 
quo^ and when a bank performs. aii operation of exactly the same 
nature, it always I'cceiyes a hig^ interest for the risk it tans, 
and, w hen judicioiisly source of ineome, 

Froitt tlie extrayag<mt abui^^ ^of such m^Qds of 
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rafeing capita], Aecominodation Bills have acquired a most dis- 
creditable reputation, and there is nothing which requires more 
vigilunce in bank than to guard against being intrnpped into 
making unwary; purcluAsea of sudi securities . 

A^great deal has been said and w'vittcn aboTit the diftcrence 
between veal and accommodation bills, and wliile no terras of 
admiration are too strong for the first, iio terms of vituperation 
are too severe for the latter. Thus, Sir. Bell s.ays: — “Tbe 
diftvrence between a genuine commevdal bill and an accommo- 
dation one, is sometliing similar to the diffetTnce between a . 
genuine coin and a counterfeit,” as if the act of negotiating an 
accommodation. bill were in itself one of moral turpitude. It is, 
also generally assumed that real bills i>ossess some sort of 
arhlitional security, bc3canse it is .sujvposed that there is property to 
rei)V<‘sent them. We have ifiready seen, liowever, the entire 
delusion of such an idea, and that it is a great mistake to 
suppose that commereial bills have any specific relation to the 
l^roperty from the transfer of which they onginallygsprung. In 
truth, botlf real and acCojnmodation bills have precisely the same 
security — they constitute a*gencral charge upon the whole estates 
of all the obljgants upon tlmm. The objections to accoramoda- 
tion bills, therefore, on that ground are perfectly futile. 

The essential distinction between real and accoramodation 
bills is, that one rejn’csents a pant, and the other ajift^re, trans- 
action. But even this is no ground for any prel'erence of one 
over the other. A transaction which Z/r/s been done may be just 
as wild, foolish, and absurd as tlie one that has to.be done. The 
intention of engaging in any mercantiio transaction is, that the 
result of it should rep‘*iy outlay, with profit. There is no 

other te$t but this of its propriety, hi a mercantile sense. Such 
things have been heard of in the mercantile world, as consign- 
inents of skates to tropical countries. Now, a bill dra wn against 
such a shipment as this would pass muster, in technical language, 
m a reg? billy while one drawn to forward some other operation, 
ho\vever j^xihd and ju^ it might be, if it wore not yet 

accomplished, would be an acmnmoclation bill, and be branded 
as 'fictitious; Mr. Bell would call the tbnner genuine coin, the 
Jattet^-counterfeit. ■■ ■ . ';■■■ 

^ therefore, ^ to objeotions urged ^iiist 

: acconim^^^ bills kre perfectly futile, and quite v wide 
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luark/ WhetK a gdofl and 'safe bill, his tto i’^fereiid^ 

\vhetber it reprcsi3uts a or ^ but wlxether 

it is a sale and judicious one itselt^ and the parties to it respect- 
able iwtid of Sufficient means to meet their iiabilitiesi The >vh 
Cash C^idit system of Scotland, wliich has conduced so ernihi^tiyr 
to the pros].>erity of that country, is a systeni of accorantodatfe^^ 
paper, wliicdi ivS sufliefe^ to disprove, in the mmcl bf ahy dis- 
j)a.ssionate person, that the system is in itself 
dangerous and pernicious, but is proof enough that, if U is 
■ judiciously managed, it niay be of great aVlvantage. 

Tlie true objection to accommodation paper is of a different 
nature. When the credit system is carried on duly and properly, 
and Nvithin legitimate limits, it is the most ingeniotis method ever 
devised for promoting eojnmerce, find where it has been 
cautiously used, has marvellouvslj^ succeeded in so doing. But 
it IkS a very trite remark, that the best things when corrupted 
become the worst. This is eminently true of Paper Oi’edit. 
Universal' experience proves that there is notliing so daiigcvous 
ami pernicious as for individuals to have' an iiiulue %icility for 
obtaining credit. Wlieii capital is to‘ be had on too easy terms, 
it fosters, Jo an extravagant extent, the fatal propensity for em- 
barking iu all sorts of wild specuintions, and pushing trade fer 
beyond the possibility of being remunerative. 

The coiisidenitions wo presented sliewed the exaggerated 
ideas of the security of real bills. . But there is at least this 
security in real bills, that as they only arise out of real transfers 
of property, their number must be limited, in the vei^ mitiiro of 
things. However bad or worthless they may be ifidividually, 
they cannot be multiplied beyond a certain extent. - There 
therefore, a limit to the calamities they cause. But with accom- 
niodarion paper there is no limit. A beggar may write upon 
bits of paper a million of ‘‘ promises to pay ” as easily as a 
llothschild; and it Is far more probable that he^W^^^^ a 

man without a tarthing is proverbially the most because 

when the bubble tnir^ds, it is* a mattor of no eohsequonce to hto 
lic has nothing to foso, the fall upon 

iiafortuTmte dupes. A man of real capital will be caiitious iii his 
opei utioiis. A to hhu vvUl bo^ .a man who uot 

w;orth*a sixpence la' loses a jfi 1^000 of a 
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This system of Accom Paper of diiFem^ 

js one of immense miportaiice^i^^^^^ comnierce, and its abuse 

has led to some of the most terrible mercantile catastrophes on 
record It is, however, so intiinattdy interwoven with baiikiniv, 
that*we shall defer aiiy more mention of it till the next section, 
whicli treats of the operations of Banking. 

We, have observed tliat so far aKS regards ptoduction, which, 
in a scientitic sense, includes the formation and transfer of pro- 
ducts, Credit, whenever it is applied, performs exactly the same 
function as money. As in this section we wish to avoid all 
controversy, and merely to state facts, avo Avill only say that all 
comnierCial trahsaellons on credit are Sales. The absolute 
property of the article passes from the vendor to the purchaser, 
just exactly as if the price had been paid in money. Tlie only 
diftereucc to ibe piyehaser is, that his pi*ofits are less, because 
the credit price is higher tlian tlie money price. Ro long as 
matters proceed ^smoothly, and transactiofis are profitable, the 
bills generated by commerce are equivalent to so nmeh money. 
Tire differehce arises Avhoii the sales are unprofitable, and losses 
ensue. If tlih Avholesalo dealer buys from tlie mamifacturer for 
ready money, and the speculation is unfortTuiate, the wliole loss 
falls upon the dealer, the manufiActiirer does not lose; ho has got 
his monGy, But if the speculation is imfortimAte, and a loss 
ensues, or if the wholesale dealer lails from other reasons, the 
loss may fall upon him. When he has sold on credit to the 
dealer, his power over iho goods i.s ab.solutely gone; and if the 
bill is unpaid he cannot reclaim the goods, even if they are still 
in the possession of the purchaser, ho has no inore claim to them 
.than any other crcMiitor. Consequently, if the dealey has not 
sufiicituij; binds to pay Ills debts, the'b^ falls upon the original 
manidaotriTer. In this, then, consists the whole difference bo-' 
twe^en Sfilos Oh sales for money, that if losses ensue, 

they may be difforen tly d Istribn toil. No doubt the manufacturer 
finds that a bill of excliange is not so negotiable as a bank note 
pr money, but it is of the sanie nature, and must be placed in the 
^aine category* The; money is fiotbing but a.biil on the 
community* Gtood bills of e do, to a certain extent, cir- 

ciilate in conimevee like luoney ; but th^ maiiufacturer gci>erally 
: finds it inore conyoSn 
the banker, buys it will 



542 PRINCIPLES OF ECONOMICS. [GhaP. Vlt 

Now, we Lave slicwn * that capital, in its most general sense, 
is not any particular thing, but simply an Ecphomic Quantity, 
be it currency or anything else, employed in reproductive oper- 
ations. In its generar sense, it is the purchasing power of the 
merchant, or it Ts the moving power at his command to generate 
a circulaliou of comiiioclities, out of which be reaps his profits,; 
it is the power which draAVS the goods out of the possession ot 
the manufacturer into the possession of the dealer, tor him to 
make n profit. The inoiicy he has ivS the fruit of the services lie 
has formerly done to tlie community. Credit ^is also tht? power 
he has of drawing the goods from the possession of the inunu- 
facturer, and is the pledge of his skill in rorideiing future services 
to the community, by discerning their wants and supplying them. 
The effect upon the markets and upon the prices is exactly the 
same, whether purchases, ?. e., circulation* of commodities, be 
generated by credit or real capital, and the profits and losses are 
"exactly the same to the community, Avhether Mhe oporation be 
effected by credit, or by real capital Hence, we arrive at this 
coiKdusion, thiit Micm:;ANTiLE Cukdit is MimdANTiLis OAprrAT.: 

It has frequently beHai observed that all great inventions Jiave 
an cquali/;mg tendency; the invention of gunpowder equalized 
the couditiou of the poorest foot soldier and the wealthiest 
knight, and it*d(*stroyed the su])remacy of tlie knights; the 
invention of printing opened up the paths of knowledge to the 
poorest as Avell as to the rich, and destroyed the supremacy of 
wealth ill the acquisition of science; tlie invention of steam and 
railroails has equalized the ineaiis of locomotion to the humble 
and the wealthy; so the invention of Credit has destroyed tlm 
supremacy of ca[)ital or money, and has provided the means for, 
the most, humble to place his foot on the first vStep of the ladder 
of opulence. It is a matter of common observation tliat nothing 
is so diflicult as the fiist step to wealth; that many men could 
get on if they had only a beginning. Noav, credit supplies the 
means of attaining that first step to all. Credit is a mighty 
power, and no doubt like other great engines, is liable to be 
abused ; but it is entitled to tak^ rank Avith gunpowder, printing, 
and Steam, among the marvels of human ingenuity, arid it has 
been the chief cause of the magnitude of modern commerce, 
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Section V. 

The Theory OF Banking. 

Intention OP Banking by the Romans— On the Meaning of 

‘ THE AVORD BaNK— DEFINITION OF A BaNKER^ — On TUB 

Mechanism: of Banking — On Cash Credits — Open CrE' 
iHTS — On Accommodation Bills — On the Conykrsion of 
’Temporary Credit into Permantsnt Capital— On the 
Clearing House — Banking augments Capital. 

00. The business which is te(?hnically called Banking, seems, 
as far as we can ascertain, to have been invented by the Romans. 
It is true that there wore abundance of money dealers and money 
lenders at Athens, and other ]>laces, but their biisiness seems, as 
far as we can discover, to have been more analogous to that of 
those persons we call money scriveners and MU 0mrurders^ than 
of those whom we call bankers. For the business of banking 
consists in creating crc^lits hi favour of tlie persons who deposit 
money with the banker, and hi paying debtsj)y transferring cre- 
dits from one account to another, as well as by making all ad- 
vances in the first instance by creating a credit. /This mode of 
doing business essentially distinguislies a banker from a money 
serivenery or MU discountery who actually advances the money 
itiself. This seeuia to have been the Imsiness of the Alhonian 
rpaTri^iraiy andy if so— though we speak on tlie subject w-itli great 
doubt, in the absence of information — they were technically bill 
discounters, and not bankers. 

' The Romans, on tlie contrary, practised the business, wdiich 
is teclmicaliy called banking,* nor do we know when it was 
invented. The earliest notice we have of these banks, or 
aryentaruPy is in Livy i x., 40, B.C. 30H, where they are spoken of 
as being already placed in the Forum, where they ahvays con- 
tinued. But he gives no account of the inetliod in wiiicb the 
bankers transacted their busine»ss. The comedies of Plautus 
(B.O. 224 — 184) contain several allusions to bankers and their 
business. lie calls them trapeziUBy argentaril and danistiP.. 

Tlioiigh we cannot tell the exact period when banking w^ 
fest invented at Rome, wc caupdiut out how it arose; We have 
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Been that in the early ages the ^rrpwing of money Avas a very 
solemn affair. ^ means of Um sale et 

aiid the solemn form of '^ortls, which created ; the jaSy 
or legal bond, the nexus. In process of however, thO; 
formality of the weight and s<‘ales was dispensed with; was 
taken as performed, and the obligation was created by the 
form of words; * this n as called oblhjetUo loerhls, 

Tn process of time the art of writing became gradually general 
among the liomans, and then a very strict cvistoni grew. up. 
VA'i^vj dominm, or head of a family kept a J:amily Ledger, in 
whicii every incident of his life was daily recorded; his reve- 
nues and profits, his outgoings, losses and expenses Of every 
sort. It seems that every occurrence was first noted down in 
(idvcrsaruiy note books, or waste books, and then formally re- 
corded at the end of the month, in the family Ledger, called the 
Tiihifhe^ov Codex. When these Ledgers were form ally cpinple- 
ted, they were intended to be preserved as heirlooms in the 
iainily, and were almost invested with a kiiul of sanctity, and 
they were legal evidence. 

A great difference was made between the fideexsariay or waste 
book, and the codeiCy or Ledger. This (listinction is strongly 
insisted on by Cicero He confesses that he has not this 
eiitvy in bis Ledger {codex) of payments and receipts, but ho 
insists that it is found in his note book 

then so fond of yourself, and have such a magnificent fjotionOf 
yourself as to sue for rnoney not on the evidence of your Ledger, 
buf^of your note book? It is arrogant to bring forward your 
Ledger instead of witnesses; but is it not simple inadness to 
produce your own scraps of writing and notes ? If these notes 
have the same force, and weight, and authority as the Ijcdger, what 
use is it to make a formal Register.? to make entries iii It ? to* keep 
it in regular order? to Tuake a pormartent record of old waitings ? ~ 
Ibil if, because we put no trust in notes, we have an established 
custom to make a Ledger; is that which w^c om^selve^: 
weak and unreliable, to be considered of >veight and apprOTcd 
of before a judge ? Why is it that we write noles without 
much cave, and we write the Ledger with great care? Ifor 
what reaspn? beeauso the pne is to jast only a mp|tjtb, the pther^ 

■ r ./] ■ 'RaiieioXknno^^^^ 
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for over: the foriner are soon erased, the others arc preserved 
>1111 religious care ; the former. preserve the memory for a short 
time, the latter pledge the good faith and honesty ofa man for 
ever. Notes are thrown away, the Register is kept in order. 
Therefore nobody produces notes as evidence in a cause; but 
they do produce the t4cdgcr an<l read the entries*’- 

When the bankers commenced their business, the books they 
kept were simply those kept as a family record by every Roman 
citizen. The entries in these books did not constitute the con- 
tract ; what made the contract was the loan of the money : ' the 
entries were only the emdenee of the debt: and therefore they 
were Instruments of Credit. They u^re exactly similar to our 
bankers’ books at the present day. Most bankers how create 
Credit by means of entries in their books, which are called 
“ Deposits.” The transcript of this given to the customer with 
the relations of Debtor and Creditor reversed, called the Pass 
book, exfictly conesfiond to the Codex accepti et expermydiwA are 
legal evklehce of the debt, and therefore Instruments of Credit. 

Tlie entry of the person’s name in the Codex^ or Tabula*^ 
either for money paid or received, was termed N'omen: lienee 
nomen became the common word for a debt, or au obligation. 
Nomina aim exigere^ is to, get in one’s debts; nornm locare^ is 
to borrow money; nomen fmere^ to lend inoney : the entries in 
the (7o<?€fa; were called arcaHn noinina^ because tlie inoney was 
weighed out of the area, the safe, or chest. 

61. But if the parties agreed that the entries should be maSe, 
then a Contract W'as constitute^!, fie who lent the money, made 
an entry of money weighed out and given, (pecunkt expensd 
iata)y and the other made an entry of money received {pecMnia 
acceptd relakt) y aiid thus was ebnstit uted the Ohllgatio liUeris^ 
I lence aiuse the legal technical tenns, cxpenatim ferre, to lend 
money; acceptum referre, to borrow money; pemnia expenaa 
7ata, monby Xonty pee\inia accepta rclata, money borrowed: and 
the Ledger, or Cash book, was called aecepti et expenai^ 

ami was to create thi.s kind of obligation. 

We have seen that Gmu$ says that a debt might be transferred 
dby the cpuscht of the Creditor, the - Deb^^ and ; Assigiiee. 
When Debts were iransferred in this ^ m were palled: 
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nomina iTanscriptitm, If the person had contracied an obliga- 
tion by the loan of the inoney, it was called oW//7«jf/o re: but if 
the parlies agreed, a contract by entry in the Codex might bo 
substituted, and a re in lursonam traiumptio JityVi Xm 
from the thing to the person : when the account was tVan^ferred 
from one person to anotlier, it was said a in ^personam 

tramciptioJiL 

In the case of bankors, the actual meeting of the Creditor the 
Assignee and the Banker was not necessary; the customer 
might give a cheque on his account. Tliis was called aUrlbutio 
OY perscriptio. Scr there .was to give cj'cdit in the books: 
rescrihere or prescrihere was to transfer a credit from ojie 
account to anolli or. 

Thus in Plautus, Aslnaria^ ii, 4, 84, Leonida says ^ 

“ Abducit domiim ultro, et sciibit »inmo.s.” Of Jus own 
accord Jic hrhujsJitm home and 2 dace^ the money to his account, 

jiccejAitm ferre was to credit a customer’s account with 
money received; rxpenf^mn fc7*re to debit it with money paid. 

Thus in the MoAdlariUy i., 3, Mil: — 

‘‘ Ratio accept! ct oxpensi inter nos convenit.” 

The accotinis hdween as halance. 

Terence says, PltormiOj v. 7, 20 

Sed transi, su<l<\s, ad forum, atque illud niihi 
Argentum rursum jube rescribi, Pliormio. 

IhiORM. Quodne ego persoripsi porro illis, quibiis debtn ? ” 
Uut Phorrnufy he good cnouyh to go over to the forum^ and 
order that money to J>epnt to my account^ 

Phokm. WiiOt l that for which I have already given cJieqiies 

to my creditors 

So Cicero says * ; — “ Qui dc c c c c , Hs o c preseatia solverimus, 
reliqna rescribamus.” 

“ Of the remaining foxir hundred sestertuiy I have paid two 
hundred in cas/i, and I shall send a cheqtie for the restP 

W^ have no information Avhether the cheque, the attribytio or 
perscriptioy capable of being transferred to any one else by 
the person who received it, or whether it was only payable to 
him^lf 

In pro<ie8S of time these fatnily Ledgers fell into disuse, 
be(?ausc^ ptn-sons di(l not choose to make a record of all th'eir 
^ Kpint, (fd 
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aetions, and so furnisli evidence u<]fainst themselves. The last 
persons who Icept them »ip were tlio hankers. But though this 
usage was abolished, the word nomen was retained for a debt, 
or obligation. 

Gains says ‘ tliat the use of written obligations was pccnliar 
to foreigners; by this wo sni-inise he must that they were 
only legal evidence in the case of foreigners, and not in the case 
of Roman oitiz<?ns, Thai; they \vcre in actual use by the Romans 
is clear, because they are mentioned by Plautus, Cicero, Sucto- 
liiiis, a»icl Seneca, In process of time, liowe-ver, tl\oy came into 
general use, and were called Chbw/rapha^ or more generally 
Cafff tones: and then they became; the usual form of obligation, 
as Promissory Notes are with us. 


On the ineanrne/ of the tnord U\\k, 

02. Wp slinll find that it is indispensalilo to a clear under- 
standing of the subject we are going to consider, to ascertain 
the true meaning of the words BA^K,,iind Banker. 

It is popularly su]>posed - that the word Bank comes from the 
Italian word baneo^ a beach, or table, because the money dealers 
or money changers, kept their money piled on benches or tables, 
wlience it is said they were called banchierL It is also said that 
wlien they failed, their bench Avas broken up (banco rotto)^ 
hence our bankrupt. 

Ncvertlieless, there can be no possible donbt but that this 
derivation is a pure delusion : for the money changers?, as such, 
were never called /iano/i/erj in tlie Middle Ages. 

We shall noAv shew what tlie real meaning of Bank is, not 
only in Italian, but as it Avas understood in English, Avhen it Avas 
first used, as ajiplied to money dealing. 

Muifetori after noticing the absurd derivation of from 

abacus says ^ ** To me on the contrary the Avord seems to have 

come from the German J7anc^?, which is a very ancient word lu 
that language, as John Sohilter notices,” 

So also says Ducange ^ Bank is therefore of I’rancO- 
German or Saxon origin ; no other is to be sought for.” • 

Thpre is no doubt whatever that these learned authors are 

^ tnstit. iii., * Gtlharfs Praciiral Trmtm on Banking, VoL i, p, 1, 

^ Aniiq^ ItaH :■ A/et?. VoL IT. p. 1148. * Med. et Infim. Lat, Lex, S. V. BaMCtUn 

2 Ts 2 
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perfectly correct. The true original meaning of Banco if? a beap, 
or mound, anil this Word Avas metaphorically apj>I Led to si^ify 
a common find, or joint stock, formed by the contributions of a 
mnltUiide of persons, and we will now explain bow it arose. 

The Eoman state made it a cardinal inaxim of tbelr *poricy 
never to carry on more than one war at once* The City, of 
Venice in llM, carried on a simultaneous war with the Eastern 
and the Western Empires/ The llopublican finances >Yere, as 
might naturally be expected, in a slate of great disordw, and 
the Great Council decided upon raising a forced loan. Every 
citizen was obliged to contribute the hundredth part of his 
possessions to the necessities of the stat.e, upon payniiSnt of 
interest at the rate of o per cent. The public revenues were 
mortgaged for the payment of the interest, and Commissioners 
were appointed, called the Camera ih(/li Inip7*estitl^ for 
managing the paynu'iit of the interest to the fundholders, and 
transferring tlie stock. Such a loan has several names in Italian, 
sucli as Compera^ Matno^ but the most coininon is MorUey a 
joint stock fund. This loan in 117;;!, was called the Monte 
veccldo ; and in <‘oursc of time several other loans wore con- 
tractod, two of which were called tlxe MmUc nuoco and the 
Monte nuomssbno. In exchange for the sums contributed l>y 
the dlrzons, the Commissioners gave iheiu stock certificates 
bearing interest, which they might sell or transfer to any one 
else, and the Commissioners kept an office for the transfer of 
the stock and the payment of the dividends. " 

At this period. the Geniians were masters of a great part of 
Italy, and the German word Banck came to be used, as well us 
its Italian eqviivaknt Monte, and was Italianised into and 
the loatis or public debts were called indilfbrently Monti or Bancbi. 

Thus an English writer Beubrigge, whom we slmll quote 
lurther on, in 1 GIG, speaks of the throe Bankes’’ at Venice, 
meaning the three public loans or Month 
So a recent eminent Italian writer Count Cibrario says MU 
‘‘ Regarding the. theory of Credit, which I have said was invented 
by the Italian oi ties, it is known that the first dr 

JDeU^ was ereoted at Venice in 1 1?L In the 13th century paper 
mdnoy is riientioned at the credit was paid off. A Montk, 
or PahUe Debt was establislie 1 in Florcnoe iii 133G. . ; i 

\ JMa hrmoittira PoVflni muUo r>:Uh 



549 


§03, 03.1 MEANING OF BANK. 

“ At Genoa- during the wara of the llth century, llic Bank 
of St. George was established, ftmned of tlie creditors of the 
■ Stale.? 

So in Florio and Torriano^'s Italian Dictionary, 1651), it says — 

Moxtis— - a standing B:mk, or Mount, of money, UvS they have 
in/divers cities of Italy, namely in Home or Genoa.” 

AVe have said enough, we think to shew that Banon in Italian 
means fund formed by seyeral contributions; and the Bank of 
Veniee was in reality the origin ot the Funding System, or IIjo 
system of Public Debts, it did not for many centuries do any of 
\vhat we call banking business. 

(>:>. The meaning of the word B.vxic was the same in English 
when it was first introduced— 

Thus Bacon says* — “ Let it he no Bank^ or common stoe.k, 
but every man lx?! master of his own money.'’ 

Gerard Malyncs speaks '* of “Mons Pietatis or Bank of Gha- 
rlty ” ; and says— “ In Italy there arc Montes Pietatis, that is to 
say AtounU or lianks of Charity.” 

So Benbrigge in his Usnra published in 1016 

says— “ For their rescue may be collected Mons PleUMis dee 
6%«rz^<«//^vor Bankic of Piety or Charity^ as they of Trent fitly 
call it.” Ag,ainT-“ For borrowers in trade for their supply, as 
their occasion shall require, may bo erected Mons Nef/otiatlonls 
or B.vnkr (f He also quotes from Tolot, another \vriter, 

\vi>o spraks of two kinds of hanks, namely “ jMoN'S,/5f/e/, or Bakkk 
of Tru^t^ which Chnnent XH. instituted at Home -he that -put 
his money into this never to take it out again,” for 

which the investor received 7 per cent, interest, like the original 
.Bank of England stock. He also speaks of Mons Recupera- 
tionis, or Ba>ike of TtemmryyOi which the interest was 12 per 
cent.^ The diftfererice between these two was that hot ween per- 
petual and terminable annnilies, where the higher interest of the 
latter is, in fact, repayment of the capital l>y instalments. 

in the time of Cromwell, some proi{)o.sals were made for erect- 
ing public Bank.s, Lambe, a London merehantj in 1658, 

rccommmdiiig them savs— “ A Bank is a certain numljer of 
sufficient men of estates and credit,' joined together in *f obit 
StocJCih^xug as it were the giuieral cash keepers, or treusiircrs 
- Esuiu on Usiinj, Lex 
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of that place, where they are settle^!, letting out ini:aginary 
HTwney Credit) at interest at £2^ or £3 per cent, to trades* 
men, or others that agree with them for the same, and making 
payment thereof by assignation, and passing each matfs account 
from one to another^ with much facility and ease.” • 

So also in a little tract entitled A discourse conoernmg 
Banks,’' 1697, and supposed to be by a Director of the Bank ot 
England, it says there are three kinds of Banks, tlie first for the 
mere deposit of money, tlie second for profit— “The }):«jks of 
the second kind, called in Italy 3ro?iti, which arc for the benefit 
of the income only, are the Banks of Home, Bolonia, aiuV Milan. 
These Banks were made up of a inunber of persons in 
time of war, or otlicr exigences of state, advanced sums of 
money upon funds grunted in perpetanyyi^ but redeemable.”— 

“ The third kiinl of Banks wliich are both for the ta)nveiuence 
of the puV)lic, and the advantage of the tindertakers, are the 
several Banks of Naples, the Bank of St. Georg(i at Genoa, and 
one of the .Banks of Bolonia. These Banks having advanced 
sums of jrjoney at their estahlishment, did not oidy agree, for a 
fund of perpetual interest, but wore allowed the privilege of 
keeping cash,” The Bank of England was of tliis last sort. 

So also Evelyn' spefika of the “Monte di Pietli at Padua, 
where there is a continual Bank of money to assist the poor,” 

So also Blackstone says® — “At Florence In 1344, Government 
owed £60,000, and being unable to pay it, Ibrined the principal 
into an aggregate sum, called metaphorically, a 3IoHnt^ or 
Bank:'^ 

I'here has only been one instance in this country of a Bank 
which did not receive deposits in cash. Soon after the Bank of 
England was founded, a company of pei-sons united to advance 
a million to Government, and they were iiuiorporaied as the 
“Million Bank.” This company existed till nearly the end of 
the last century, and it resembled the original Bank of Venice^ 
Now the essential feature of all these “ Banks” was this, that 
a number of persons jda<^id tl)eir money in tbeiri, and received 
Crkdit, or a .Promise to pay in exchange: and the yery essence 
of “banking” is to receive money and give in exchange lor it an 
Obligation, or Credit, or 

The Bunk of England was formed in a siinilar manner of 

^ lOfny, y_oL r.i . a tW. r> Kerr's edit. 
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a company of persons who advanced a sum of money to Govern- 
ment, and received in exchange for it an annuity. -This was tlie 
foundation of our regular National Debt: and to the present 
day the Funds arc technically called “ Bank Annuities.” 


On the Definition of a Bankeu. 

64. .We have still one more important misconception to dear 
awayf Nothing can be more erroneous than the common idea 
as to the business of a banker. We miglit have expected that 
Gilbart would liavc been able to describe his own business, but 
his account is an utter fallacy. He says * — ‘‘ A banker is a dealer 
in capiud, or more properly a dealer in money. He is an inter** 
mediate party between the borrower and the lender. He borrows 
of one party and lends to another; and the diirorenx^e between 
the tenns at which he borrows and those at which he lends, 
forms the source of Ids profit.” 

And so says a Oomndttee of the Ilonse of Commons ® The 
use of money, niid that only, they regard as the' province of a 
bank, whether of a private porgon, or of the banking department 
of the Bank of England.” 

Both these extracts show a profound misconception of the 
nature. of the business of a banker. 

In Ibriiier times there were many [>ersons who acted as inter- 
iVi ‘diaries between persons wdio wanted to lend and those who 
wanted to borrow. Tliey were called Jfofn'f/ ^criceners. But 
no!)ody ever thought of calling a money scriN onei* a banker. 

At the present day, a fii-m of Attormn .s, or »Solic-itors, in large 
practice, may have some clients who wish to lend money on 
mortgage, and at the same time may have other clients who 
wish to borrow money on mortgage. The first sot may entrust 
their money to the firm to Icml to the second set. Thus the 
firnr would act as intermediaries between t'hosc who want to 
len l and those who want to borrow. But no one wouhl call 
them biinkors ” because they did this. They would merely act 
as Trustees of the inonoy. They do not acquire any property in 
the money, so as to bo able to appropriate it to their own pnr 
poses. On the contrary, it is only entrusted to their custody for 
■ ^ A phtQtlcal treatise on ikinl: in (tr ! 1. y>. *2. 

UepoH from the select Comviiltec on. tha^Bwik Act 
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the express piirpose of being applied in a certain w:iy, 1 lie 
actual property in the money passes direct from tbo leixler to 
* the boiTuwer, througli the medium of the trustees, and if those 
latter appropriateJ it to their own purposes, they would be liable 
to be punished for einbez/ilerncMit. p 

Neither are persons who lend out their owtl nioney, bankers. 
Those wliv> have ea;,h at command may invest it in the purchase 
of cornmereiul bills, or in any otlier way. There arc niany who 
trade iiv this but they are called Bill iJUco tinier &f noi 

Bankers, 


65. The Italians were the founders of modern money dealihg, 
and among tliem, there were three dilFcrent kinds of trading in 
money*— 

1. Those w'ho exeharifjefl money : they were called Sj>eciarlh 
J^amvvdartly Oimp^orcs^ Argmiarli^ imA Trapezitm, 

2. Those who lent out money for profit; they were (valleil 

BanUtm^ and Matualores. 

3. Those who received money, and in exeliange for it gave 
bills of credit, or letters, or drafts, on their correspondents in 
other towns: these last were called Camhiatores and B.vNcnii:uK 

Thus Galiani says' — All this paper credit originateil from a 
deposit, or a loan made, or from a Joint Stock Company ’ — 

Banks began wdien men saw from* experioiice tlrat there w’as 
not sufficient money in specie for great commerce and great 
enterprises,” 

‘•The first Banks were in the hands of private persons, with 
wdiorii people deposited money, and from whom they received 
Bills of Credit, and who were governed by the same rules as 
the pulfiic Banks now are. And tbus tho ltalians have beep not 
only the fatliers, and the masters, and the arbiters of commerce; 
BO that in ail Europe they have been the depositaries of money, 
and are called Bankkrs,” 

So Genovesi says * — “ Tliese Monti were at first administered 
with scrupulous fidelity, as are all human . institutions made In 
the heat of virtue. From which it came to pass that many 
placed their money in deposit^ and as a securi ty received paper, 
which was called^ . and is still called, Biils ; of Credit. Thus 
private bapks wfu’e establU among us, hose Bills of Credit 
. ^ fiella liwmta/p. * I^cUf Lc\^oni di Ji'conmika tkih, VnH //., cA, 6, §, 5. 
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acquired gradnally ajgveat circulation, and increased llioquautity 
of signs and the velocity of Conimercc.’^ 

‘^Tho Bill of Exchange is called drawn hy him who sells it, 
and Is renutted on the part of the correspondent wlio 

musUpay it. Those who make this their special business are 
called Cambists, and Bankkrs in the language of the great 
commerce of Europe.” ‘ 

So JSmydopedia Methodpiue^ Paris, 1780, says, Bankino. 

** The traffic or commerce in money, which Is vcniiitcd from j)Iace 
t;o place, from one city to another by corr(?s])ondents and agents 
by means of Bills of Exchange.” 

The essential feature of a ^‘Banker” is this, that when Ills 
cn.stomers place money with him, it .becomes his absolute pro- 
perty, to deal with as he pleases, and he is no Avay accountable 
to them for the purposes he applies tlie money to. The custo- 
mers of a banker cede to him absolutely the property in their . 
money, and receive in exchange for it the Right to have an equal 
sum paid back on demand, A bimk<3r therefore is not the Trus- 
tee of his customers, but simply thoir Debtor. 

Thus a Banker ” buys money with his CreAlU ; and, moreover, 
Avhou he buys commercial debts, be always does it by his Credit 
also, and not by cash. And thi.s is the essential distinction 
between {i Bill Discounter and a Banker, that the former buys 
bills with cash, and the latter with his own Credit. Hence, when 
a Bill Discounter ha.s invested all the cash in Ids possession, 
either his own or what others liave placed with him Jn this wa}'^, 
he is at the end of his resources. But a Banker always buys 
commercial debts with his own Credit, or with his " promise to 
pay,” and experience shows that his Credit may exceed soyeral 
times the cash itj his possession. Authoritie.s differ as to how. 
many times the quantity of his credit may safely exceed the 
quantity of his cash, and it may differ in different localittes, and 
methods of doing business ; but, at all events, it may do so several 
'limes. Thus, the business of banking is ossontiaHy to create 
Gricdit. This Credit, of course, is made payable in money, but 
iiv practice it is very r.arely actually paid in money. We have 
shown above thfit a miitml rekas^^ of debts is absotuteh/ 
equivalent to a reciprocal pwi/ment of and, by th^^^ great 

X ihitiy chip* § 3. Xliis work contains mnch nsoftil information on iSvpor 
■’Credit,. ■ ^ ■ 
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modern banking systeiii, the enormouisly greater proportion of 
banking credit is extinguished by mutual releases of debts. 

The following is the true definition of a “ Banker ” : 

-.4 Banker '/ira trader %cho buys Momy;, or Money and 
by creatmg other Debts, • 

A banker, then, is a trader who keeps an open shop for the salp 
of Credit: he may, it is true, add otlier species of money 
dealing to his business; btit tlie above is the essential dofigition 
of “Banking.” The first business of a banker is not to knd 
money to others, but to collect money from otlicrs. 


On the Ct'RRKNOY rniNCIPLR. 

GO. The express fniiction ot‘ a .Bank, as we Inive seen in the 
l>receding section being to create credit, a doctrine of con- 
siderable iiiiportanco lKis been maintained by several writers of 
influence in recent limes, to wbich we must now advert, as most 
discussions on banking for several years Iiavc l)Oon full of it. 

We have sliown, in a subserpient chapter, tliat the Chinese 
were the inventors of paper money, and that when the Govern- 
ment had brought th(‘, country to a state of the deepest distress 
by their extravagant isKSues of paper money, a writer sighed for 
the days when no |»aper was issued exce))t in exchange for specie*, 
— “Tljcn,” says he, “it was ordere<i that at the offices of the 
rich merch;mts mIio managed tlie enlerjndso, when the notes 
were paid in the money came out, when the bills eame otit, the 
money went in. The in<mey wais the mother, the note was the 
son. The son iind the mother wore reciprocally exchanged foi: 
ea.ch other.” 

This doctrine, put forth in the year 1309 by a Cljincso v. riter, 
is the*(3uKKExcY riuxciPLK. It is tliis— that when a Bank is 
permitted to issue .Notes, the Notes ought to be exactly equal to 
the speca'e paid in, and that the sole duty of the Bank in such a 
case is to exchange specie for piipor, and paper for specie ; ami 
that the quantity of paper in circul.ation should always fluctuate 
in quantity, exacUy as sjyecio would do if there were no i»aper. 
Those writers ill recent times who maintain this doctrmo aver 
that any paper ksuod in excess of this principle causes a deprer 
. ciation'of the citiTehey. The next enunciation of it tliat we are 
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aware of is by John Law,‘ wlio says — “Some are against all 
banks where money does not lie pledged equal to the credit.’’ 

It was upon this principle that the Banks of Venice, Ainsier. 
dam, and Ilarnburg were constnicted. These places Avere the 
cent*res of a great foreign commerce, and, as a natural con- 
sequence, an immense quantity of feoin of all sorts, of different 
countries and denominations, was brought by the foreigners who 
resorted to them. These coins, were, moreover, greatly clipped, 
worn, and diminished. This degraded state of the current coin 
produced intolerable iiiconAcnicnce, di.sorder, and confusion 
among merchants, wlio, wdieii they had to make or receive pay- 
ment of their bills, hud to oder or receive a bagful of all sorts of 
dilferent coins. The settlement of these bills, tiierefore, involved 
j^erpetiial disputes, — ^^Avhich coins Avere to be received, and Avliich 
Averc not, and how mucli eaeh Avas to count for. In order to 
remedy this, it became absolutely necessary that some fixed 
uniform standard of ]>aA’iucnt should l)e devisgd, to insure 
regularity and a just, discliarge of debts. In order to do this, 
tluj inagi.strates of these cities institute<l a Bank of Deposit, in 
Avhich every mercliant placed all his coins of difieient weights 
and nations. These Avere all wnughed, and the bank gave him 
credit, either in die form of notes, or an entry in their books^ 
exactly corresponding to the real ainounf: of tin; bullion de- 
posited. The owner of tlii.s credit was entitled to have a certain 
quantity of gold of full Aveigljt oji demand. These credits, 
therefore, always insured a unif<u*m standard of payment; and it 
was enacted that all bili.s upon the respective cities, above a 
(certain atnount, should bo paid in these credits, which Avex’e 
•called bank money. The con.sequeiice was (nidejit: as tills bank 
money was always cxcliangoabio for money of full Aveiglit on 
demand, it was always at a premium, or as compared Avith 
the current money. The dilfereiice was usually from 5 to 9 per 
cent, in die difterent. cities. The expression, arjlo, or ]jremiiim, is 
likely to mislead, Ixxamse it is evident that it Ava.s the bank 
money that was the true standard, and the current money tliat 
Avas at a discount. The*se banks profe.ssed to keep all diis coin 
and bullion in their vaults. They mgdc no use of them in the 
Avay of busines.s, as by \vaYof disoounti ng bills. Tims the credit 
treated was exactly equal to the specie depOvsited, and their 

^ Mo My and Trade Cy7isi\l:rid, p. 7?, (dit, ITi'i.A: 
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8ole business was t:> exchange specie for for 

specie. ' ■'■■■-' 

They were exarnples of the they 

am the ino(leb to which persona wOuhl wish to see all 

banks, reduced, and w'e shall Eee that they inaintain that piipcr 
should fluctuate in quantifier exactly as a metallic c*urroncy 
would do if* there were no paper ; and that if paper is substituted 
for specie, it can only maintain an equality btV value with specie 
by being exactly equal in quantity to what the spboie would 
have been if there were no paper. 

These Banks were of no further use to comnierce than that 
they served as a safe place to keep inoney, and they insured an 
uniform standard of payment. They made no profits by their 
business, but those wiio kept tlieir accounts with them paid 
certain fc<‘.s to maivitain the establishment. 

We shall not here discuss the soundness of this currency 
principle, our only object is to state, to our rcaderH clearly wliat 
it is. Many writers of tbe greatest influence, such as ('olonel 
Torrens, Lord Overstone, arulotliers, maintain that this principle 
ouglit to be applied to all Banks, and tluit they should not be 
ponnitted to create any notes in excess of tlieir bullion. 

Mr. Mill says Further consideration shewed tlnit the ust5S 
of money are in no respect promoted by increasing the (pnnitity 
which exists ami ciivulates in a country, the service wdiicli it. 
])t'rforins being as well rejidered by a vsmall as by a large aggn*. 
gate arnouni.” The slightest exiierience Avill show that this 
dogma is utterly im founded. Does it never happen that an 
increased supply of money c*a:i beneflt a country ? One C-f tiie 
acknowledge^l wants of Ireland at the* present day is want of 
capital; every one admits that the introduction of fresh capital 
AVoulvl be of the greaie>t service to Ireland. 

lie says ^-—“Another of the fallacies from Avliieh the advocates 
o'‘ an inconvertible currency derive sufiport, is the notion that 
an increase of the ciirrei.u:y (|uickens industry ^ . This idea was set 
afloat by llume, in li is Essay on Money, /^iind has had many de- 
voted adlierents since,” only is the doctrine w.hicli Mr. MiU 
here derides indubitably true, though it is not an argument in 
favour of an iiibbnvertdd^^^^^ Jnouby, but it had many devoted 
adlieronts long b0ibre as every one acquainted 

with Econoraicitl literature hnows well cuougl.v* " ■ 

^ R la, §,5. '' 
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He then says for metallic cur- 

rency is a national gain, any fui?tiieb ixcniEAsis of paiver 

BEYOND THIS IS BVft A FOI{M>OF ROBBERY. _ 

‘‘ An issue of not(?s is a manifest gain to the issuers, Avho, 
untiHhe notes are returned for '^iaymenl, obtain the use of them 
as if they were real capital ; and to long as the notes are no 
ptnTnanent addition to the currency, but ineroly supersede gold 
or silyer to the same ainount, the gain of the issuer is a loss to 
no one ; it is obtained by saving the cominiinity the expense of 
the more co.stly material. I>u1 if there is no gold or silver to be 
superseded — if tlie notes are added to the currency, instead of 
being substituted for ttic metallic part of it — all holders ol’ cur- 
rency lose by the de[u*eciation of its value, tlie exact equivalent 
of wliat the issuer.gains.’- 

Again he says^ — “When metallic money had l)een entirely 
superseded and expelled from circulation, by th.c substitution of 
an equal amount of bank notes, any attcTni)t to keep a still fur- 
ther quantity of paper in circulation must;, if the notes arc con • 
vortlble, be a complete failure. The new issue would again set 
in motion the same train of consequences by wliich the gold coin 
had already been expelled. The metals would, as before, be re- 
quired for exportation, and would be for that purpose demanded 
from the banks to the full extent of the superfluous notes, which 
thus could not possibly be retained in circulation.” 

AVe desire to call particular attention to these dogmatic 
assertions of Mr. Mill, and especially to the facts that he brands 
as robbery any creation of notes beyond the <|uaiitity substituted 
for specie. We shall now give an actual exposiiiou of the 
•practice of banking, and, perhai)s Mr. Mill may be surprisedTo 
find whiit lie brands as robbery, and whom he brands as robberSi 

On the Mkchanism of Hanking.^ 

67. Banks of the nature of those of Venice, Amsterdam, and 
Hamburg, never e.Kisted in England, and we must now explain 
the'nieehanism of banking, as it hivs been carried on in this 
■ country." ■ ' 

During the civil war,' the goldsmiths of London began to 
receive cash of the merchants and country gentlemen^ in ex- 
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change for which tliey gave their promissory notes payable to 
bearer on tleinaml. In consequence of this they were called 
“ bankers^” and their notes were called “ goldsmilhs’ notes,*’ or 
“ bankers’ notes.” Rut the gohlsmitlis did not charge anything 
to their customers for keepitjg tlitur cash ; on the contrary, they 
agreed to pay six per cent, interest for the cash left with them^^ 
In order to pay this interest, they were obliged to trade witli 
this money, and it Is in reganl to the method of tliis trading 
that so mneh misconce})tion exists. 

Let ns, for the present, leave out of consid(!ration any private 
property the goldsmiths iniglu have, and let us deal with small 
lignrevS, Suppose the hanker had £10,000 deposited with him 
by his customors, th(*ii, as he created an e({ual amount of debt 
against himself in exchange for tins money, his accounts would 
stand thus : — 

LTAfiiLvriK.s. [ Assets. 

.€10,000. I £10,000. 

Wo shall now see tfi<? extreme importance of acamrately. stating 
Economici questions. 

According to the method of slating this, given by Eiilei*, the 
banker }>osse.Hsea £10,000, and owes £10,000. Euler, as well as 
all mathematicians, calls Ihe money a positive quantity and tho 
debt a negative quantity, boc^^lusc 5 if the banker’s fortune were 
estimated, his debts wouhl have to be snbtracft^d from his 
money. In this case, tlie money and the debts are eipial, an<], 
Iberoforc, according to this mode of statement, the banker 
W'Ould be no richer than before. 

Now, so far as the banker hini.self only is concerned, this view 
is ‘'sufliciently accurate. But it is easily seen that so far as 
regards Economic Science it is quite inaccurate. For the 
banker has issued £10,000 in notes, and these circulate among 
the public and perfonn all the functions of money, until payment 
of them is demanded, and then, of course, they cease to exist. 
But the banker hfis the £10,000 in cash, which has become his 
property, and reserving a certain portion of it to meet the usiid 
demand for payment of his notes, he may trade with the 
remainder, and it is quite clear that, supposing the £10,000 
of his notes to be in circulation, whatever portion of cash be also 
issues is by so an addition to the previously existing 

■ currency,".. 
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Now experience would soon shew him that, if some of his 
customers drew out their money from day to day, others would 
probably pay in about an equal sum, so that, at the end of the 
day, there would probably be not vtMW^micli diUVrerujc. From 
praoiical observation, we may state that, in ordinary times, a 
bankers balance in casli will .seldom differ bv more than a 3Clli 
part from day to day. So that, if he retains a t(*nth part in cash 
to meet demands for payment of hi.s notes, that is amj^le and 
sufficient in all ordinary times. 

The goldsmiths, then, soon found tliat they had a large 
quantity of bullion on their hands, whieh was so much dead 
stock, and they were able to triulo with it in order to make 
profits to pay interest of the whole* The method of trading 
they adopted was to disooimt, or buy, eommercial del)ts, in the 
form of Kills of Exchange. These Kills being ]>ayable in two 
or three moutlis, their inom^y soon eame l>:iek to them with 
a jirofit. 

It is commonly supposed that they ad\'ru]eed niortej/ on tliese 
bills. If tliey had done that, they could not liave hrouglrt more 
tliau £9,000, as they kept one-tenth in their tills in cash. This, 
however, is an error. They did not buy tlio bills with cash, but 
with their Credit; and this Credit was of twf) forms. They 
either gave the merchant the amount in tlieir Promissory Notes ; 
or tiiey wrote dow'u the amount to the credit of their customer 
in tlieir hooks, amU allowed him to droAv a bill upon them pay- 
able on demand. And,, as above stated, they soon found that 
their (jredit might safely exceed their casli several times. Hence 
they found that they could extend their credit safely very fiir 
.beyond the limit of £9,000. They found tliat keeping the 
£9,000 in their coffers, .they could safely buy at least £40,000 in 
bills with their own notes. Now, suppo.sing the rate of discount 
was 8 per cent., and the bills were at three months, the discount 
on this sum would be £800, and consequently, in exchange for bills 
to the amount of £40,000, he would issue £39,200' in his own 
notes, and his accounts would then stand thus: — 

Ltabilities. Assets. • 

Notes Issued . . £49,200 By Cash . . . . £40,000 

By Bills of Exchange £l 0,000 

£50,000* 


£49,200 ] 
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Now, by .tins process, tbo Banker a<Mcd £30,200 to the pre- 
viously ojvnsting currency, an*l Ms profit is clear— he pays six 
per cent, on £10,000, and he gains eight ptu’ coni, on £39,200. 

Now, thi.s was the business of banking, and bonce the correct* 
ness of the definition given above is manifest'^ fr e/% « 

tniihr who bin/s Money and Debts {Jlills of DJseohanye)^ by 
creating other Debts (his own Notes or Deposits), 

Tims we see that the distinctive function of a bank, and a 
baTiker, was to issue notes, payable to bearer on dcinaiul, wliieh 
were to circulate as money. That is to create a Paper Currency^ 
in some cases only equal to the amount of bullion they displaced, 
in others, greatly exceeding it. And the meauiug of the word 
bank” was to buy nioncy and bills of exethange with such 
notes, that is, to create Instruinonts of Credit. Towards the end 
of tiiel vth C(;ntury contemporary writers tell us tJiat some of the 
I/)ndon bankers had upwards of a rrdiHon of notes in circulation. 

We further see that as the hanker had given an equal amount 
of notes for the casli he received, for which he paid interest, his 
only method of making ]>roHts was by nuginenting the amount 
of previously existing ciin ency — that is, according to ]\lr. Mill, 
hQ'wti^ a robber J ^ 

•i' 

The relation in whiclr the banker and the njereharjt stand to 
each other, after the hanker has discounted the bill for the 
merchant }»y issuing his notes, also shows how indisptnsably 
necessary an exact method of statement is required to appreciate 
the sfibiect of credit correctly. Some writei*®, who deny that 
credit is cajdtal, say this — that if a person holds a bill of 
excbaiige, that is his property, and to be added to bis other 
property, but that it is to be siiblracted from the property of 
some one else, therefore, upon the whole, it is iiotlung. 

Thus, Mr. Thornton says: — ^*Paj)ei' constitutes, it is true, an 
article on the credit side of the books of some men, but it farms 
an exactly equal item on the debit side of the books of others. 
It constitutes, therefore, on the whole, neither a debit nor 
credit. The banker who issues £20,000 in notes, and lends, in 
coirseqtuu»ce, £20,000 to the inerchaht, on the security of bills 
accepted liy thetiv, states himself in hi» books, to be the debtor 
of the various b older $ of bis notes to the extent of the sum in 
^question ; mvd W fee the creditor of the acccptbi^v 

of the bills in ips possession to the same amount. His valuatiobj ?; 
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therefore, of lus own property, is tlie same as if ueithoi the bills 
nor the bank notes had any existence. Aiii^ain, the merchants 
in making their estimate of property doducl the bills payaV>le by 
themselves, which are in the drawer of the banker, arid add to 
their •estimate the notes of the banker, which are in their own 
drawer; so that the valuation likewise of the capital of the mer- 
elumts is the same as if the ])aper had no existence. The use of 
paper does not, therefore, introduce any principle of delusion 
into Xhat estimate of property which is made by iiulividuals.’’ 

Now, ill the above extract, Mr. Thornton has begun by 
making a most extraordinary error /or a l)ankcr. He supposes 
that the banker issues an amount of notes equul to the bills he 
discounts. That would be as much as saying that the banker 
charged no discount. But this is manifestly wrong. The 
banker retains the discount at the time of the advance, and, 
conseAiuently, his property and his debts are noiJ equal, blit bis 
property exceeds his debts by the sum charged as discount. 

Again, though in a certain wfiy, as regards the individuals 
tliemselves, this way of stating it has some plausibility,, it is 
clearly quite incorr<*(rt as a sc'ierititic statement. The morchant 
acquires the Bill of Excluingc as property given in exchange for 
some goods. He sells that property to his banker in exchange 
Ibr the property created by his banker, viz., his Notes. Now, it 
is clear that the banker may put this bill into circulation, and it 
may perform the saure functions as money until the time for its 
j)aymcnt conies, ami also the. mcrcliant may buy with the 
bankers notes as money, and, consequently, the Bill and the NotCKS 
are each of them exchangeable quantities, and. may both be in 
circulation at the same time, and perform many exchanges before 
they are paid and extinguished. Hence each of them forms a 
part of the iiiighty mass of circulating Credit. 

Such, then, was the business ’of banking. We need not here 
speak of the fouiidatiou of the Bank of England in 1.694, but 
it is quite clear that the Legislature understood “banking” to 
mean issuing notes payable to bearer on demand. In 1708 an 
attempt /vas made by some other companies* to do banking 
business; ai^.d in 1709, on the renewal of the charter, Parlia- 
ment mean to confer a monopoly of banking on the Bank of 
England. In order to do that, there being at that time no legal 
defimtion^ the Act did not directly prohibit any 
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bank with more than six partners being fomied, but it 
described what was avcU understood to be banking business, 
and it proliibited any partnership of more than six persons 
doing that. It forbade them to horrow^ oxne^ or take up 
a/ny mtm or sums of money ^ 07i their bills or notes, ji?ayaW<3 at 
demamV^ 

Thus, at this period, banking was understood to mean bor- 
rowiny, or owiny, money on notes payable on doninnd, *Mnd to 
Ibrbid person.s to <lo that was to prevent lliom from banJ^iug.” 
This Act was elVectual for some time, but, about 1710, some 
persons tried to evade tlie wqrds of the Act, and to put a stop to 
this, the Act of 1 742 is more ex)>licit. . It says ; — “And to prevent 
any doubt th.at may arise concerning the privilege, or power, 
given by former Acts of ParJiajnent to the said Governor and 
Coin[)any of exdt/slre ban/clny; atid also in regard to erecting 
any other bank, or banks, by Parliament, or restraining other 
persons from bankinyy It thus foj’bade, as beibre, any part- 
nersJiip “ t.o horroir, otce^ or take up any sv.m or sums of money, 
on their hills or notes, payable at deinandy So that the Kank of 
England miglit remain a corporation, “ with the privilege of 
exdaswe bankiny, as before recite<l,’^ 

Still, we observe that the intention of Parliament was to confer 
on the Bank of Ilingland the exclusive monopoly of banking. 
And this privilege of banking con.sisted in horroroiny, oielny, 
or takiny tip any sum, or sums, of money on their bills or notes, 
payable at di^nandy Hence, we see, that “Banking’’ Tueaiit 
the creation and issuing of “ Currency;” and to proliibit persons 
from creating currency was, in fact, to prohibit them from doing 
banking business. These words were devised with the utmost 
care, so as to prevent any otlier rival, in the most compreJicnsive 
manner possible. It was supposed that no legal iugomiity could 
devise an expedient to evade so extensivfy a prohibition. The 
form of words adopted in this Act, was devised in referciico to 
the methods of doing banking business at tlie time they were 
framed, and they were successful in preventing any rival bank 
being formed, so long as bankers adhered to that particular 
method of doing business. Biit about years afterwards, 
bankens adopted a ebauge in the method of doing their businessii 
so simple, and appai'ently so unimportant, as scarcjely to deserve 
attention- And it was this merci change in the form of doing 
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their businewss, that is, of creating liabilities, or cnrra)cy, in a 
form not provided for by the words of the Act, that cnt away 
the ground from under the Act, and was the means whereby the 
present Joint Stock Banks in London, were founded, and thus 
desft’oyed the monopoly of the Bank of England, because, wiicji 
this mode of evading the Act was discovered, and the Bank, in 
dismay, applied to Parliament to put a stop to it, they Averc told 
that ;such monopolies were out of fashion, and tlmir demand was 
refused. 

Up till about the year 1772, London bankers adhered to the 
original methO<l of issuing promissory notes, [>ayable to bearer 
on demand. But about tlws time, they discontinued the issue of 
notes, ami made their advances exclusively by giving their cus- 
tomers credit in their books for tbe amount. It appears that it 
was about this time that they began to give them books con- 
taining a number of printed forms. These forms w^ere called 
Cherp/es, and Avere lulls of exchange, draAvn upon the bankei’, 
payable to bearer on demand. But it is usual for tbe drawer of 
a chotjue to fill in the name of some one to whom it is made first 
payable. And these cheques may be put into circulation, ex- 
actly like bank notes. ^ 

These Cheques “are nothing whatever but bills of exchange 
upon the banker, payable to bearer on demand. There is, liow- 
ever, one peculiarity about them tliat must be noticed. In ordi- 
nary cases no man can be coiiij^elled to acco[>t a bill drawn upon 
him for a debt, without Iris own consent, Avhicli is signified by 
his Avriting his name upon it. But in the case of ciieques, if 
this rule was enforced, it vAmiild haA:e destroyed their utility, and 
•they could never huA^e been substituted for bank notes, A bank 
note bears on the face of it the obligation of tbe banker to pay 
it; but ap unaccepted cheque, if it folloAved the usual law of bills 
of exchange, would be no obligation to pay Avithout acceptance, 
Gonsequently, no man would have been sale in taking a cheque 
before ho knew Avhether the banker Avould accept it or not. To 
obviate ibis tlifficulty, and to make a Cheque as like a Bank Note 
as possible, it Avas established as a custom among bankers, that 
the po8$€ssio?i of a ciattomerh funds by a bunA'er is equivalent 
to acceptance. Consequently, if a banker has funds of his cus- 
temer in his hands, fie is bound to pay aU ' that custonieP^ 
cheques, to the amount of the funds in his bands, without notice 

• • . 2 o 2’ ■ 
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ami withoiit accepUmcc, to the bearer on demand, exactly as if 
it was his own promissory note. 

Hence, (Uicques are nothing but a substitute for Bank Notes. 
A bank note, in fact, is a double obligation, the one is an obliga- 
tion to pay the customer, the original croditor, ami the Becoihl is 
to pay the bearer, i. 6,, any one to whom the original creditoi; 
may transfer the ohligalion. Now, the modern practice splits 
these obligations. The entry in the banker’s books is Ihe.obli- 
gation to pay his customer, the permission to draw a cheque 
payable to bearer on doJuand is the obligation to pay any one the 
customer may transfer the <lel)t to. And the entry in the bankeris 
books, together Avith the cheque, make up tlie bank note. 

Hence, Ave see, that, ‘‘ Banking” consists in buying Debts with 
“Promises to pay;” and these “ Promises to pay ” may be of 
two funns : — 

1st. Promssiory Notes ]»ayable to bearer on demand. 

2ndly. Figures written down to the credit of the customers, 
to be drawn against by cheques ])apuble to bearer on demand. 

Up to the period Avhen cheques Avere introduced tbe London 
bankers had AX'ry extensive issues of notes, bnt the method of 
doing business by <jhequos Avas found Jto have so many practical 
advantages over that by \vay of notes, that London bankers from 
that period univisrsally discontinued the issue of notes, and 
adopted clieques: though tliey never Avere forbiddou to issue 
notes until the Bank Act of I84i. 

The modern system of hanking, theti, by tneans of cheques, is 
exactly the same in principle as the former metliod of Bank 
Notes, only itis somew Init varied in form. In each case banking 
consists in creating liabilities, and the modern nairie and form of 
staling these liabilities in banking accounts is the cause of an 
enormous amount of erroneous opinion. In the former, mode of 
stating these accounts, it is open and patent to all the Avorld, 
that the banker has- created liabilities against himself by tlic 
<liscoimt of bills. In the modern form aU these liabilities are 
sUUmI as so aniicli credit in bis books, and are calleti DKPOsrrs 
a! ul those Depouts are formed of the credit created in exchange 
for cash as A\;ell as. bills, so • riiat it is made to appear, and is 
almost iiniversally believedj that what^ under deposits 

in the pubUshtul accounts are deposited in actual caisby 

^hercHS they are iiothing but a creation of credit. : : 
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The iiamo itself oi Deposit is a source of much misconcep- 
tion. It is generally sui)poSed that a ‘^Deposit’* in a bank 
nmans the thing deposited. But this is quite an error, q’he 
Deposit is the Credit created ifi exchange .for the thing rle- 
posited, and when a banker discounts a bill by creating a Credit 
in his books, that Credit is equally a “Deposit” with the Credit 
’created in exchange for cash. Hence, in banking language, it 
must always be remembered that a Deposit is the Credit created 
in,d hmdeer’s boohs; the thing deposited is the Asset, or the 
Security. 

The only practical diflercnce between Bank Notc.s and Cheques 
is this, that the former Avero, on the face of them, direct obliga- 
tions of the banker to pay the money stipulated; the latter were 
not direct obligations of the banker. The consequence is, that 
Avhen cheque.s are transferred from Inmd to hand, it is usual to 
require thfc transferor to endorse them, so that if the banker 
refuses to. pay them, the liability of the transferor may be pre- 
served. In bank notes this is not usually done, because, as the 
holder may d(uuand payment for them on the instant from the 
bank, few persons exi)ect that the bank will fail before payinent 
is demanded, and consequently, bank notes usually puss from 
hand to hand by simple (folivery, without indorsement. 

In order to present the difference between the old and the 
new system in the clearest manner, we will now contrast the two 
Ibrnis of stating the accounts, supposing that they denote the 
same operation — 

OH form of Banking AccounU, 


Liauilities. 

Assets. 


To notes in circulation i;49,‘200 

By Cash 

£3 0,000 

; ., ■ . 

By Bills of Exchange 

4*0,000 

■ £40,200 


£60,000 

Moikni form of Banking Accounts. 


Liabilitiks. 

Assets. 


Deposits ... .. £49j200 

By Cash — 

ilOjOOO 

By Bills of Exchange 

40,000 

£49,200 


£50,000 
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Now, in examining these two forms of accounts, though they 
are in reality two different methods of doing the 8‘^une tiling, a 
striking difference is apparent on the face of theirn In the first 
ills manifest, on the face of it, that the banker thus created 
£49,200 of Notes, or created that amount of liabilities against 
himstdf. In the »second form this does not appear at all, but tliis^ 
sum of £49,200 appears as a “ deposit,” or a balance on draw-* 
inir account,” and to anv one who is not conversant with the 

f"!* * *f ^ . r 

subject, it seems to be a deposit of actual cash, and many persons 
. are apt .to believe that a banker has that amount of cash to trade 
with. Thus, when the aecouiits of tlie gi*eat Joint Stock Banks in 
London arc jniblishod, and it appears that one has £20,000,000 
of “ deposits,” and so on, it is almost, universally lielieved that it 
lias twenty millions of actual money to trade with, or lend out, 
a.s it is en’oneously called. And every half-year we see sum- 
maries in the noM’spapers shewing that all the Joint Slock Banks 
have, perhaps, an aggregate of £100,000,000 of deposits,” and 
it is generally believed tliat tliey have that sum of money to 
trade with. But tluire never was a more coinjilote and entire 
(lohision. The.se £100,000,000 of ‘^deposits” are not deposits 
in cash, but they represent the old hank note eiretdation. They 
are nothing but an euormou.s super.stnicture of Ctikdit, built tip 
on a comparatively small basis of bullion, exactly like the note 
circulation. These figures do not shew the quantity of cash at 
their cornmainl to trade with, but they shew the (juanlity of 
business they have done, and the liabilities they /uwe created. 
These ajiparent Deposits ” in cash, tlieri, are nothing but Credit 
created in exchange for the ca.sh and bills which figure on the 
other side of the account as A.sset.s, 

These two farni.s of banking accounts, thus presented in 
contrast to each otlier, shew^ how the accounts would stand just 
after the banker has discounted bis customers’ bills, and hefore 
they liave begun to 0]jerate upon their accounts, in the latter 
form by means of chefpics. Every banker does business in 
exactly the same way, and, when their . respective customers 
begin to operate by means of ^cheques, the following three 
different results may ensue -~ 

1. The actual money may be drawm out. 

2. The Credit may be transferred to the account of another 
customer of the satrte bank. 
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3. It may be an brder to pay another bank. But in ..the last 
case, if the banker A is ordered to pay the banker B so much, 
the eliancea are that B will be ordered to pay A very niueli the 
same amount, and then an intercliange of these I'cspcctive orders 
may take place, and oidy the differenc(?s be paid in cash*. And 
this is exactly the same in ctfoci as an intercl^ango of bank 
notes, and thus we see that mutual reh‘asos of debts are exactly 
equivjilent to reciprocal payments in cash. 

Thus we SCO that tjie inodern system may bo expressed in 
exactly the same language as the old one. Banking formerly 
consisted in the creation and exchange of instruments of credit. 
And so it does now. .Banking equally now consists in the creation 
and exchatige of instruments of credit, just as much as ever it 
did. The only diftereflce is, that bankers have discontinued one 
form of the instrument, with which tJui po[)ular idea of banking 
was most closely associated, and it was l)y tins other form of 
creating credit tl)at tlio London Joint Stock Banks were able to 
be founded, because the words of tlic monopoly clauses of tljp 
Acts of It 09 and lt42, only spcciticd tlie former method of 
creating tliese instruments of credit. 

Now', under the former system it was univerBally allowed 
that banks, by creating credit in the form of notes, created cur- 
rency ; under the modern system of entries, or “ Deposits,’’' 
cheques jierforni exactly the same functions as notes, conse- 
quently, in a .sciontitic sense, they arc to be considered as 
currency, and banks by their present system create credit 
now, just as miicli as they did before, and tlie suppo- 
sition thftt the Legislature can prevent banks from dealing in 
'Credit, by prohibiting tlie issue of notes, is a mere delusion. 
But it must, at tlic same time, be fully admitted that Notes 
may produce a greater inflation of credit than cheques, because 
there are niany <iasos wdien Notes Nvould pass, ia which Cheques 
will not pass, and hence the latter system requires a broader 
basis of bullion, but yet, whenever they do pass, they arc to be 
considered ia all respects as the equivalents and substitutes for 
Notes*. ■ ■ ■ 

These considerations afford an explanation of some very well 
known phenomena, which are generally misunderstood respect- 
ing Joint Slock Banks, which publish their accounts, and 
give interest on Deposits, ’V according to the rate of discount* 
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When tlie vale of cTisoouiit rises very higii) it is uiiiversally 
observed that the apparent deposits in banks de^cline, arid it is 
very commonly ex]>Iained by saying that when interest rises very 
liigli, people take tbeir money out of banks to invest it in other 
ways. But snob an explanation is paradoxical on tbe face bf it. 
Banks raise the rate of iutorest to attract money, and not to 
drive it away. Besides, if one asks contractors, builders, 
siicli periods, they Avill vSay that work is stopped, because people 
put their money into the banks for the sake of the high interest. 
Thus Ave meet with two diametrically contrary assertions, as to 
the ilow of money at such periods, but, if we understand the real 
nature of those so-oalled ^Slopo.sits,” the reason of tlieir diiiu- 
nutioiA is plain ; because, when the rate of discount is raised very 
high, it stops the <li.soouut of bills, it stops the creation of Credit, 
ill facti it is not a ilimmuthri of deposits in c<<sh^ nux it is a 

CONTKACTIOX OF CkEDIT. 

Tlu? very same phenomenon is usually witne.<«B<:’d after a great 
commorci.al crisis, siicli as that of 1857. In July, 1858, the aggre- 
gate of “deposits” in the Joint Stock llariks apiieaiK^l to be 
considerably less than that in July, 1857, and this was, in fact, 
owing to the diminislie<l number of bills discounted from the 
general contraction of mercantile operations, ami by no inf.^aiis 
nec.essarily from a diminution in tlie actual cash deposited. 

Now, it is generally admitted that issuing Notes is coining 
Credit; that it is, in fact, to all intents and purposes, creating 
capital, both as regards the issuer.s of the notes, and their elFecls 
to the public, a species of capital wliich is liable to be destroyed, 
and is capable of very serious abuse, But, it also iiccessariJy 
follows, from tbe preceding details, that the modern system of 
banking is equally coining Credit; and just as much as the 
“Deposits,” or the liabilities, created exceed the actiial cash, 
they are equivalent to a creation of Currency, and to an increase 
of Capital. ' ^ 

Mrmy persons say that Bills of Exchange are not Cunxmey 
because they require to be discharged in money ; and manj more 
think that bills of exchange are analogous to bills of lading, 
l^ecanse they represent, as they erroneously call it, nioney, ami 
tlve other VLqiresetvts cojiimodities. It is perfectly true that all 
bills of exchange nihst be expressed to be payable in money, but: 
it is .a niost grievous erroiv to^eiipposa^^ they are all jiaid in 
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money. The iiiunense majority of commercial bills are not paid 
in money, but^ by credits in bankers’ bookgs. Most men m com- 
merce, draw bills and accept bills, th«at is, they have Debts due 
to them, and Debts due by them. These fall due at dillerent 
dates, and when a trader’s acceptances are tailing due, lie takes 
some of the Debts due to him to his banker, and sells them to 
hi in. The banker buys them, as we have already e.vpraiiied, by 
creating fresh liabilities of his own, and writing down so many 
figirres to his customer’s credit. Ayheu his own acceptance falls 
due, and is presented to him for payment, lie draws a cheque 
upon his banker, and if the holder of the bill is a custoinor of 
the same banker, the matter is settled by a mere transfer of 
figures in the bankej ’s books , if he is tlio customer of another 
bank, the two bankers have probably an excliange of debts, 
arising out of similar transactions on botli tlieir parts, and the 
debts .are settled with the payment of no iiiorc coin than -the 
difierence: or if as is more usually the case the holder of the 
bill has deposited it with his banker, and tlie acceptor has made 
it payable at his bankers, who pays it, as a matter of course, as 
an ordinary cheque, the day it is due. Thus, we see, that the 
wh<.)le monetary business of the country is gradually rtHluced to 
the creaiion and exchanz/e of InMmmmU of Credit, and the only 
use of the actual money is to pay the ditferences. Now, this is 
tlie regular practice of banking: iVis is the way in which the 
vast majority of bills of exchange in commerce are paid, and, 
consequently, the whole system may go on for an indefinite time 
and to an indefinite exlent, without a single coin being* required. 
Tims, a merchant may cany on a trade lor any length of time, 
•and {)ay bills to. the amount of millions of money, and never 
touch a single coin. But tfiese instruments of credit perform 
exactly the s.*ime functions as if they were coin, and in a 
scientific point of view they are to be considered in all respects 
as if they were coins. They are all a part of the Currency. 

Both Bank Notes and Cheques are subject to tlie general rule 
of law, which affects all Instruments of Credit,^ that whoever 
takes one in payment of a debt without hidoraemcnt, does so at 
lus own peril, and has no remedy against the person he receives 
it from, if it is not paid. And the indorsement only preserves 
the HabUity for a short period ; in ahnosf all cashes not 
move than 24 hours. The law intends that all bank notes and 
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chequcH should bo preseuted for payment within 24 hpurs. If 
the receiver of a Bagk Noto I’equires the. transferor to indorse 
it, which is by no means uiifre<pieTitly done, and if, on present- 
ing it within reasonable time, lie finds the banker has failed, he 
has his remedy against the transferor, just exactly as if it Was a 
Cheque. On the otlier hand, if he delays presenting it beyond 
a reasonable time, and then finds the Vianker has failed, he has 
no remedy against the transferor, either in the case of an 
indorsed bank Note or ;i Cheque. * 

Idle erroneous notion of the real meaning and nature of 
deposits,” in banking language, may lead to great mistakes in 
estiudating the stability of a bank. That depends upon a due 
prop'ortion of cash being ke}»t to meet tliein, and it might very well 
happen, that while the ‘deposits” were aj)parcntly mounting, 
up, and might lead many |»ersons to believe that the actual 
quantity of cash was increased, it miglit bo nothing, perhaps, 
but a dangerous exUaision of Credit. And if this were carried 
to too great a length, the bank might be in the most dangerous 
jiosition, just when it was a|)p?u‘ontly most fiourishing. A 
private banker on a large scale often has an application to ]>lace 
£10,000, or more, to the credit of a customer; if he does this, 
it immediately counts as a “Deposit” in banking accounts. 
Again, it is a very possible case, that a large railway com] )any 
might request their banker to place £100,000 to their ereiUt. 
Now, if the bank docs this, such a transaction goes to swell up 
the figm'e»s of “Deposits” in their published accounts, which 
may lead to very erroneous inferences by the public, Avho do not 
know the mode in which banking accounts are made up. 

A consideration of this e-\anij)le also shows the very great 
misconception that is likely to be* produced by an expression 
whiclr is veiy often used regarding bankers, that they are 
merely agents between ]>crsoTis wlio want to lend, and those 
who want to borrow. This is not true in the ordinary sense of 
tlie words lending and borrowing, because in ordinary cases of 
lending and borrowing, the lender deprives himself of the use of 
the capital he lends. But, in ordinary banking, both parties 
have the complete use of the capital. The custoiner lends his 
money to the banker, and yet has the free use of it — the banker 
employs that money in promoting trade; upon the strength of 
. its being deposited wdth him, he buys debts with his “ promises 
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to pay,” and the person who sells the debt has the free use 
of the very (joiu which the lender has the same riglit to dcmtxnd. 
The common notion of banhjiig is, that it consists in lending 
money upon the security of bills of exchange. Such an idea, 
is pnrfbundly erroneous, as it consists in buying Debts with 
promises to pay,” or creating liabilities. And the contingency 
is, that he may be called upon to pay them ; no doul)t theoreti- 
cally speaking, lie is liable to bo called ujion to pay all those 
liabilities at a moment’s notice, just in the same way as it is 
theoretically possible that all the lives insured in a life insurance 
company may drop at tlie same nionient;; or, it is tlieoretically 
possible, that all the property insured in an olfico may be 
destroyed by fire at the same moment; but no one expects such 
a contingency to happen. Banking is like insurance, the sum 
in cash retained by,th(^ liankoi* is what his experience tells him 
is sufllciont to ensure his being able to meet any calls wdiich are 
likely to be made n[)on liim. 

In order to add furtlier proof, if possible, of tlie utter fallacy of 
the common notion that discounting bills is borrowing moin?y, 
wo may stale, that wdien a customer has discounted a bill wdth 
his banker, ho has parted with all property in it just as wdth 
any other article of sale* ITie bill becomes the absolute pro- 
perty of the banker, wdiieh lie may sell again, or pledge, or deal 
wdth in any manner that suits liis o\yn interests best. ISToav, if 
it was a loan from the banker to his customer, it would mani-^ 
festly i>e the duty of the customer to repay the loan in due time, 
and get back his bill, wdiich wouhl be merely dejiosited wdtli 
the banker as security, and should }>e restorcMl Avlien tlie loan 
w%as paid, and which the banker would have no riglit to part 
with. But this is not the case. The banker does not receive 
payment from his customer, but from the acceptor of the bill, 
and he has a pci-fect right, if he pleases, to sell the debt to any 
one else. On the other hand, in some few' instances, a customer 
does sometimes borrow money on the security of bilks, and in 
these cases, the customer repays the. loan and receives back his 
bills. But such cases are comp.arativoly rare, and to be dis- 
tinguLshed from the ordinary business of discounting bills* 

From the foregoing considerations, Ave see that a merchant 
deals credit, and a banter deals in credit. A nierchaiit 
brings his Debts, payable some time after date, for sale, and, by 
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a flourisli of his pen, the banker transranlos them into Debts 
payable instantly, which have precisely the same eftect in com- 
merco as so .many vsovereigns. He reaps exactly tlie same profit 
by creating a credit in favor of his ciistomor, as if he gave hiixi 
the actual cash. And the cheques drawn against those credits, 
so created by tlje .banker, circulate commodUies exactly in fh^i 
same manner as bank notes do, wlvicli circiilfite commodities 
exactly in the same manner that gold and silver money does. 
Consequently, these credits, so created by the banker, are Cub- 
RKNCY, or CiBCiri.ATiNG Medium. P>om this it . manifestly 
follows, that Banking CiIkdit is BANKixci Capital. 

Now, in the preceding sc(;tion, we have proved that mercantile 
credit is mercantile capit il, and, eonsecpiontly, ns all credit is 
either bmikinff, or mercantile, we arrive at this general conclusion, 
that ClIEDTT TS CAPITAL. 

•Tlie- preceding details also show the prodigious error of those 
who think that banking does nut ad(l to capital, that it only 
distriVmUssM'xisting capital. It is mninestionably true tkat no 
mode of banking can create actual gold sovereigns. But if, by 
means of their ere<lit, bankers can circulate their, promises to 
pay, and if tliese be voluntarily received and acce}>ted by the 
community at largr;, at exactly the same value as if they were 
acftual sovereigns, then just by so much as they exceed in number 
the quantity of actual sovereigns in the banker’s possession, they 
, are, to all intents and purposes, an addUion io existing capital. 
For, not only does he save the use of the actual coin in an im- 
mense multitude of instances wdiere it would be required if 
banking did not exist, and liberates it, and enables it to be 
applied to promote cotninerco, wdiicli is in its practicai effects 
identical with an addition of actual coin to tliat extent, but, by 
the extra iiiultiplication of his promises to pay over and above 
that, he is enabled to make what is, to all, intents and purposes, 
a further addition to the moving power of commcvco to an 
enormous exteutl 

Banking is, therefore, the most potent engine for the increase 
of the moving power of any given quantity of actual capital that, 
it is possible to devise, consistently with keeping up the value 
of the currency at its level with bullion. John Law says,, most 
justly The iii trod uctiou of credit by means of a banky aitg- 
ments the quan lily of money more in one year than a prospefous 
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couiinorce could do in ten.” And just as batiking spreads more 
extensively, does it multiply the producing power of the com- 
munity. Every one knows the great econoruising power of 
railroads in diminishing the (luantity of capital required to 
supply any given deiuatul for commodities. Now, an extension 
o£ banking acts precisely iii an analogous manner, but to a much 
greater degree; for, not only does it economize the axrtual sub- 
stance to a very great extent, but it makes the promise to pay ” 
of equivalent value with the actual |>ayiiient. And it is just in 
this multiplying power of capital tliat the ])rincipal danger of 
too rapid an extension of banking consists. The rate of discount 
always depends upon the proportion between actual capital and 
the demand for it, or on ‘the debts ofiVred lor sale. A suddcai 
change in the proportion of these, causes the ihost violent fluc- 
tuations in the rate of discount. If an unusual quantity of capital 
is thrown too suddenly u|»on the market, the only result myst 
be a ra])id and extreme fall in the rate of <Hsconnt. Now, a too 
rapid extension of banking lias precisely the same ellect a6 
throwing a vast <piantity of capital suddenly on the market. 
For, not only do the actual operations of banking have all the 
practical ellects of adding to the existing capital, but to that 
will be added all the evil cflects of over-competition, an unnatu- 
rally low rate of discount, thereby a depreciation of the currency; 
an export of bullion; a joint-stock Imbble mania, with all its 
rogueries; then a collapse, and commercial ruin. 

Great and inestimable, therefore, as are the blessings and 
advantages of banking, there is no department of trade which is 
likely to produce more fatal consequences to the public by too 
mpid an extension of it, than too rapid a multi{>Iicatiou of banks. 
There is no memia which should be looked to with a more 
jealous eye by the public, or more carefully guarded against by 
the Legiolature, than bank mania. 

The preceding details also Miow the entire fallacy of the 
almost universal opinion, that the London banks, public and 
private other than the Bank of England, are more banka of 
deposit, and arc not banks of issue. Thus, McCulloch says 
{JJictionary of Commerce, Art. BanTc):^^^ Banks are commonly 
divided into two groat classes of Jianks of Bqxmt and Banks 
: This, however, appears, at linst siglit, to be rather an 

imperfect cla.ssifi(aitio as almost all Banks of Deposit 
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are at the same time Banks of Issue, and almost fill Banks of 
Issue are also Banks of Deposit. But there is, in reality, no 
• anibignity; for, by Banks of Deposit, are nieaut banks lV>r the 
custody and oinployment of the money deposited with them, or 
entrusted to their 'care by their customers, or by the jniblic; 
Avhile by Banks of Issue are meant banks which, besides employ- 
ing or issuingvthe money entrusted by others issuing money of 
their own, or notes payable on demand. The Bank of England 
is onr principal Bank of Issue,bnt it is, as well as the other banks 
in the dirterent jairts of the empire that issue note.s, also a great 
Bank of Deposit.. The private banking companies of London, 
and the various pro\'iiicial banks that do not issue notes of their 
own, are strictly Bank^i of .DeposJty 

T^is view' is manifestly erroneous. A bank of Deposit is one 
which, like those of Venice, Amsterdam, and iramburg, is for 
the sole pur])Ose of keejung the custody of money, and the 
(:re<lit it creates is exactly equal to tlio cash deposited. A 
Bank of Issue ” is one that, besides that, imrchases bills by 
means of creating credit, in addition to the cash <lepo.sited, and 
thus adds to the rpiantity of the currency. Xow, all baiiks in 
England, whether they issue iiojes or not, added to the currency 
by creating credit, and, tliereforc, they arc .all to be considered, 
in a scientific s(tnse, as Jjanks of Issue. 

The Bank Act of 1844 w^as passed for the express jmrpose of 
preventing banks from creating cre<lil, ami the almost universal 
opinion is, that it (loess so — that it nmkes the currency vary ex- 
actly as if it W'ere so. The preceding details shewUiattiie ordi- 
nary business of London bankers (jonsistsin tlie daily creation of 
millions of promises to pay. The popular belief, that the Bank 
Act of 1844 prevents bankers from creating credit, is probably, 
since the belief in the balance of trade, beyond comparison, the 
most profound delusion that has deceived the public mind. 

It is just because all banking* advances arc creations of credit, 
that eveay one, who really understands the mechanism of banking, 
has declared tliafc banking practically augments the capital of a 
country. Thus, for (?\arnple, Mr. Hamilton the celebrated finan- 
cier of the United States, when called upon, as Secretary to the 
Treasury, to present a report on the expediency of establishing a 
Jiatumal bank, says *: — * - 

‘‘The Ibllowlng are among the principaL advantages oif a 

* (jhUs ami Sentov ^ Tc/?. ii., p, 2083. 
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bank: — First, tlie AuakENTATiON of the active or productive 
capital of a country. * * It is a well-established fact, that 
banks in good credit can circulate a far greater sura thai» the actual 
cpifuitiun of their capital in gold and silver. * * This faculty 

is pn:\duced in various ways: — lat. A great portion of the notes 
which areis>sued, an<l pass current us cash, are indetinitely sus- 
pended in circulation, from the. confidence which each holder 
has that ho can at an.y moment turn them into gold and silver. 
2 ik1.^ Mve^ry loan. vM.ch a hanlz maizes is^ in its first shape^ a 
CREDIT GiVEN^ to tJiC borrowev on its books^ the amount of which 
it stands rc^ady to pay, either in its own notr^s, or gohi and silv^er, 
at his option. But in a great number of cases, no actual pay- 
ment is made in either. ^ * * The same circumstances 

illustrate the truth of the position, that it is oncof Ike properiies 
of banks to increase the active capital of a country, * * * 

Tins additional employment given to money, and tlic faculty 
of a bank to lend and circailate a greater sum tlian the amount 
in coin, are^ to all the purposes of trade and industry^ ax auso- 
i.UTK INCREASE OF (5\iMTAL. Purchascs uiid Undertakings in 
general can l>e carried on by any given sum of bank paper, or 
credit, as oftoctually as by an ecjual mm of gold .and silver. And 
thus, by contributing to enlarge the mass of industrious and 
commercial euter])rises, banks become nurseries of national 
wealth — a conseituence as satisfactorily verified by experience, ns 
it is clearly deducible in thef)ry.” 

Thus we SCO that this celebrated financier knew perfectly well 
that all bailing advances are made by creating credit; and he 
does not consider tliis to be robbery, as Mr. Mill doe.s; nor does 
he at all countenance the doctrine that no increase of money can 
be of any servi(3o to a country; on the contrary, be pronounces 
that it may be extremely useful. 

Now, as we have shewn that these debts may all be settled by 
the mere payment of differences between the mutual claims, it 
might so happen that they might all be equal, and no coin at all 
pass. It is perfectly possible, therefore, tlint any amount of 
business might be settled without any coin at all. Consequently, 
wo observe that this is a very strong confirmation of what wo 
have already said, that the quantity of money necessary in any 
countiy depends very much on the method of doing business, 
and has no relation to the quantity of commodities. It is very 
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common among some writers to say that the prices of commodi- 
ties depend upon tlic quantity of mojjey and the quantity of com- 
modi ties; but the iiitroductio?.r of the system of Credit has 
completely changed the relation of money and commodities. . 

•There is in London an office for the express purpose of ex- 
changing the mutual claims of those bankers upon each other 
who are membp^*!^ iL This office is called the Clearing House, 
and we have given an account of it in a subsequent seption, by 
winch it will be seen that millions of debts, or credits, are daily 
extinguished by mutual releases. 

' Now, when see that cheques are merely substitutes for 
bank notes, that in every case where a cheque now passes, bank 
notes would be required if cheques did not exist: when we 
also see that a bill exchange on the day it is jmyable, becomes 
a clieque, which is equivalent to a bank note, it follows very 
clearly that all the obligations inlcrehaugcd at the Clearing 
House form an integral part of the circulating medium, ''rheir 
being exchanged at the Clearing House can make no (lifjerence 
to what they would be if they were presented and pai<l by each 
biinker; for they have all done their duty before they arrive at 
the Clearing House —they l)ave caused commodities to circulate, 
perliaps many more times than once before tlioy come to be dis- 
charged. 

We see, tlien, liow utterly futile it is to attempt to form any 
estimate of the amount of paper currency in this country. 
Keturns may be made of the stamps issued for bank notea, bills 
of exchange, and promissory notes; but how is p^^ssible over 
*to discover the amount of cheques in circulation ? If this can- 
not be done, it is useless to try to estimate the amount of the. 
paper currency; and still more impossible is it to control 
the issue of paper, while the power of drawing cheques is un- 
restricted. 

The great and impm-tant portion of the currency^wdiich con- 
sists of Cheques has not been sufficiently appreciate. The 
attention of speakers, writers, and legislators, ou i\\Q paper cur- 
rency^ has Vicen almost exclusively directed to bank notes; 
whereas all the ideas involved* in Bank Notes with a fimall 
change in the. form of expression, applicable to cheques; and 
there is no operation whatever which a bank can promote by; 
means of Bank Notes which it cannot with equal efficacy perform 
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by meaus of Cheques. If it wishes to advance a speculation, 
instead of giving its customer so many of its notes, it promises 
to honor his cheques to an equal amount. In Scotland the 
system of bank notes chiefly prevails ; and cheques are of more 
recent-introduction, and more sparingly used than in England, 
lu, this country, cheques have very greatly superseded bank 
notes, arid in many instances are far superior to them. Among 
other reasons, they are not such ready weapons against a bank in 
the hafids of rivals and enemies. It has been by no means an 
unheard-of measure of hostility against a bank which issues 
notes, for its rivals to buy them nj) in all directions, and h.aving 
accumulated a considerable amount of ihcin, to ))resent them for 
payment suddenly in a mass, in the hope that the bank may be 
unprepared to meet, on the instant, so great a demand for gold, 
and be ruined. With cheques this nietliod of hostility is moTe 
difficult. It is iiQt easy to conceive that any person could go 
round to all the customers of a bank, and accumulate such an 
amount of Cheques as to render a demand for payment of tliem 
in gold formidable to the l)aiik. At all events, it would require 
a mneh more elaborate and deep-laid plot to injure a bank by 
the method of Cheques th.an of bank notes. 

Seeing, then, that the nature of discounting bills of exchange 
is buying debts, which are to bo considered just like any other 
articles of commerce, it follows that the same laws govern tifeir 
exchangeable relations as those of any otlier quantities. The 
first duty of a banker is to maintain his own position, which he 
can only do by maintaining certain proportions between his acdual 
cash and his promises to pay, -or his liabilities and that propor- 
tion must vary from time to time, according to circumstances. 
In times of a gcner«arfailuro of credit, lie must maintain a very 
much larger portion of cash compared to liabilities than in times 
of general confidence. Under such circumstances, his ^uty is 
to contract his liabilities, which he must do either by refusing to 
buy Deb ts*ai together, or else by giving a lower price for them, 
t. e,, raising the Bate of Discount, And a general rise of the 
Kate of Discount has a tendency to discourage the oflering of 
debts for sale, just as low price of anything else discourages its 
being offered for sale, except by those wdio positively require the 
cash.: 

On the other hand, ibis low'cring of the price of Debts, L 

■ "■■■ ‘ ■■ ‘ ’ 2 p • 
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this increase iii the Vnino of money,, or the rnising of the rate 
of discomit, has an inevitable tendency to attract bullion from 
where it is more abundant, i. e:^ wliere the rate of discount is 
lower. Wherever debts 'arc to be bought cheap, thither will 
bullion lly to btiy them; wherever debts are sold dear, that is, 
wherover money is to be bought cheap, thillier will Debts fly, to 
be sold, and there will coinpotitors be to buy money. Conse- 
tpiently, it is an infallible law of nature, that whenever the price 
of Debts dilters in two markets by more tlian siiflicioiit toMeiray 
the Expense of sending bullion, it will cause an iumiediate flow 
of bullion to t})at market where Debts are to be bonglit cheapest, 

e,y where the nite of discount is liighest. That is to say, if 
the late of discount at Paris is greater than at London by more 
than sullkjleut to cover the expcuise of sending bullion, Debts 
w^ll lly from Paids to Lornlon to buy bullion, ami bullion will 
lly iVoni Lomlon to Paris to buy Del)l;s. The exchangeable 
relations of inonej ami Delits will obey exactly the same l:uv.s as 
the exc.hangeable ri'hitions of money and wheat. (V>nse(;|uerit]y, 
if left free and nncontroll(;d, the prices of Debtf5 have a natural * 
tcudoiicy towards equilibrium in ditterent niarkels. 

On Cash CuKj>ris, 

68. Tlie credit created by the Bankers, in tlie operations just 
described, was employed to purchase commercial bills, which 
arose out of the transftr of commodities, and we have seen that 
they could create credit to sevk^ral times tlie amoimt of cash 
in their posses>^ion. And, actwdiiig to the notions of some 
W’riters, this was the limit of legitimate credit. ‘W^e have now 
to describe a species of credit of a totally different sort, invented 
in .Scotland, and to which the marvellpus progress and prosperity 
of thtt country is mainly due. The consideration of this will 
sorely test the dogiiiatio as.sertions of literary dreatiicrs. 

As stated in the Ilistoi^j'’ of Banking in Scotland,* tl)e Bank of 
Scotland began the issue of notes about tlie beginmrig of 
tlse last century. In 1727, a rival bank was founded, named: 
the Royal Baiik^ In the very contracted sphere of Scotch 
commerce, at that period, there were not sufficient Oommercial 
Bills to exhaust the emlit of the Banks* They had, as it were, ^ 

^ ayui FructUco^^ Vol, I.:, V 
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superfluity of credit on haiul/and the Royal Bank devised a 
new means of getting it into circulation. 

It agreed, on reo^eiving siiflicient guarantees, to o})en, or 
create, credits in favour of respectable and trust vvortliy persons. 

A Cash Credit is, tlierofore, simply a drawing account, 
created in favour of a cnstonier, n])on which lie may operate in 
precisely the same manner, as on a comirion drawing account. The 
only difference being, tliat instead of receiving interest upon the 
daily l?!\lance at his credit, as is very commonly the ejistom in 
Scotland, he pays interest upon the daily balance at liis dtibit. 
It is tlnis an inverHe drawing accouiit. 

All these advances were made exclusively in the Bank's own 
notes, and they were not issued on the basis of any previous 
transaction. ^ - 

. Cash credits are applicable to a totally diflcjrent class of trans- 
actions from tliose which give rise to Bills of Exchange, and we 
will now ex])lain their natureTnore fully. 

Every man in business, h#wovcr liumble^ or however extensive, 
must necessarily keep a»certain portion of ready moiw?y by him; 
to answer iinmcdiate demands for small daily ex|>onscs, wages, 
and otherthuigs. This couhl, of course, bo much more proli!aV>ly 
envj)loved in his business, where it Tjiight prodneo a prolit of 15 
to 20 }>er cent., instea<i of lying idle. But, unless the trader 
knew that he could commaTid it at a moment’s notice?, lie jwouhl 
always be obliged to ket^j) a certain portion of ready mon(*y in 
his own till, or Jio nmst be able to conmiaud the use of some one 
else’s till. Now, onc ‘ol>jo(*t of a cash credit is to supply this 
convenience to the trader, to enable him to invest the whole of 
hts capital in business, and, u])on prop(yr sc?curity being given, to 
furnish him with the'' accomtnodatioii of a till at a moment’s 
notice, in such small sums as he may require, on his paying a 
moderate interest for the accommodation. * 

Almost every young man commencing business in Scotland, 
does it by nieans of a cash credit. Thus, for instance, lawyers, 
or writers to the signet, commencing business, have occasion 
foy ready nvoncy from day to day, before they can get in pay- 
ments from thtcar clients. It is a great bar to any young man 
to commence the business of a solicitor without capital, which 
must be either hU own, or furnished him by his friends. It 
is an iihmense advantage to hiin and to them to have it sup- 
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pUcil by a bank, bn a guarantee, a mere contingency, which 
iViey never would give if they thought there was anjf danger of 
its being enforced. 

These credits are granted to all classes of society, to the poor 
as fi-eely as to the rich. Every thing depends upon chflracte.v. 
Young men in the huniblest walks of life begin by niakirig a 
trifle for themsoh'es. This inspires their friends with confidence 
in tlieir steadiness and Judgment, and they become sureties for 
them on a cash credit. This is, in all revspects, of equal viriuo to 
them as money, and thus tiiey have the meims placed within 
tlieir roach, of rising to any extent that their abilities and 
industry permit them. It is an undoubted fact, that multitudes 
of men who liave raised themselves to enormous w-eiilth, began 
life with nothing but a cash credit. As one example .among 
tliousaiuls, Mr. Moiiteith, M.P., told the Committee of the llousx^ 
of CouHnc>n.s, in 1820, that he was a manufacturer, employing at 
that lime 4,000 hands, and that, except with the mer(‘st triile of 
capital, lent to him, and which h<^ vfcry soon paid oif, he began 
the world w^ith nothing but a cash credit*! 

The banks usually limit their a<ivarK*e to a certain liioderate 
amount, varying from £100 to £1,000 in generfil, and they 
ahvays take several' sureties in each case, never less than tvvo, 
and freqjiently many more, to cover any possible losses that 
might* arise. These cautioners, as they are termed in Scotch 
law", keep a watcfiful eye on the proceedings of the customer, 
and have ahvays the right of inspecting his accounts witli the 
bank, and of stopping it at any time, if irregular. These credits 
are not meant to degenerate into dead loans, but they are 
required to be constantly operated upon, by paying in and 
drawing out. 

I’he enormous amount of transactions carried on by this kind 
of udeounts may be judged of by the evidence given before 
the Committee of the Commons in 1826. It was then stated 
that, on a credit of £1,000, operations to the extent of £50,000 
took place in a single w^eek. Its effects, therefore, were exactly 
the same as if there had been 50,000 sovereigns. Others stated 
that, on ^ cash credit of £500, ojierations to the amount of 
£70,000 took place in a yettr. One witness stated that during 
twenty one years in a very moderately-sized country bank, 
operations bad taken place to the amount of nearly £90,009, DOO^ii 
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and that there had never becii but one loss of X200 on one 
account, and that the whole losS of the l>ank during that period 
did not exceed £1,200. Now, the whole of these gigantic 
operations were transacted by creations of pure credit. At that 
time it was conjectured that there w^ere about £12,000 cash 
oreilits guaranteed to persons in Scotland, and that there were 
about 40,000 persons as sureties, who wore interested in the 
integrity, prudence, and success of .the others. The witnesses 
before, the Lords declared that the elFects of tliese \vxM*e most 
remarkable on the morals of the people. 

But the operations of these cash credits was iinniensly ex- 
tendoiLbeyoud nuii'e commerce, and their advantages are more 
openly and strikingly displa 3 xd in the prodigious stimulus it 
gave to the agriculture of Scotland during the last centuiy. 
"fhej^ Inive, iinleed, been the main cause of niaking it what, it is. 
Ill the Scottisli system of farming, leases almost universally 
prevail, and a farm is nof entrusted to a man who is not 
e<lucated to Ins business, lie usually enjoys nineteen years’ 
security of tenure; or, where leases are granted for llie purpose 
of reclaiming land, for mucli longer ])eriods. Now, suppose a 
farmer is known to be active, skilful, ainl industrious, and 
obtains a farm upon lease, w'hich is capable of great improve- 
ment, he goes to the bank, and, upon the security of his lease 
and some friends, who Viocomc bound for him, the bank grants 
him a cash (h-edit. With tliis advance — pure Credit — lie re- 
claims the land, employes the people, reaj)s the harve.st, and, 
when that is gathered, pay.s back the loan. 

It was in thi.s manner that that prodigious progress in agricul- 
ture was made in Scotland. There were immense quantities of 
reolaimable laud, and abundance of uiiem|>loyed people^ but no * 
capital, or money, to set their iinlustry in motion. Seeing this 
state of matters, the Edinburgh banks opened branches in 
numerous* parts of the country, and sent down boxes full of £1 
notes, and gniuted cash credits to the farmers. These notes 
Were universally received as readily as coin. The farmers made 
their purchases and paid wages witli them ; and the enormous 
tracts of barren land were changed into fertile corn fields, 
Now, these £1 notes were not a* substitute for any specie, they 
did hot supersede or displace any previously^-cxistiug money, 
they were a pure addition to the existing money ; and, seeing 
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all this, wbat are wo to of the doctrines of tlio. 5 c writers, 
who Tiitiliitain that no increase of money can bo of any use to 
a'coimtry, and that to issue paper in excess of specie is robbery ? 

Cornnierecj and agriculture, therefore, received their prodigious 
stimulus from these Casli Credits. But they were of still greater, 
use m a pulilic point of view. Almost all tlie great public woi4cs 
(»1‘ every description were created by means* of Cash Credits, 
One witness stated that the Fortli ami Clyde Canal was executCKl 
by luearis of a Oasli Credit of X-tOjOOO granted by the Royal 
Jhinlc, And, in a similar way, whenever any other great public 
works* are to be done, sitoh as roads, bridges, canals, <fcc., tlio 
invariable course is to obtain a large Cash Credit at tme of 
the banka. * 

The advantage to the person who has a cash (?redit is, that he 
only pays interest from day to day on the sum he actually ha« at 
his debit, whereas in discounting a bill of exchange, he pays 
interest on the whole amount of his credit, wljether he uses it or 
not, and discount is a tr.itle more expensive than interest. The 
Bank would, therefore, naturally ])refer t<> employ its resources 
by way of discount^ if it <;ould, rather than cash erot lit. There 
is also a further disadvantage attending them, that they cannot 
be culled upoti on a sudden emergency, and if there be a run upon 
tlie bank, the security cannot be negotiat(‘d like a bill of exchange. 
It is, therefore, only where a bank has a su]Ku lluity of credit, 
which it cannot employ '|)rofital>Iy, that it would resort to a cash 
creilit, and also whcui there is but a slight cliance of a run 
upon it. 

For these reasons, Casli Credits have always been looked upon 
^with a very unfavourable eye by London Bankers, and for very 
good reasons. In the hrst place their credit, until recently, was 
not so solid and well established as that of the principal Scotch 
banks. These origin.alcd cash credits in conse«jueiice of their 
issuing £ I notes, and London Bankers do not issue circulating 
credit in the form of notes — they can always find employment 
for tlieic cash — and they arc more liable to runs. 

All these niarvelloits results, which have raised Swtland from 
the k>w<»st state or^barbarism iy> to Iter preseut proud position, 
in the space of 150 years, are the children of pure Ckbipit. jt 
is-n6 exaggoration whatever, but a rnelanchply truth, that at the 
period of the Revolution of 16b&, and the establishiheut of the 
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Bank of Scotland, that country, partly owing to such a scries of 
disasters as cannot be paralleled in tlie history of any other 
independent nation, and partly owing to its position in the very 
outskirts of tine civilized world, and tar femovc<l IVoni tlic 
hiinnlriizing inllueuce of corrmiercc, divided, in fact, into two 
mtions, aliens in blood and language, was the most utterly 
barbarous, savage, and lawless kingdom in Enro|)0. And it is 
equally undeniable that the two great canges of her r:ij)iil vise in 
civilization ami wealth, have bceu her systems of national lilduori- 
tion and Banking. Her system of banking has been of irilinitely 
greater service to her than mines of gold and sih^r. JVliju's of 
tlie precious ni(?tals would probably have demoralized her ])eo|)le. 
But her banking system lias tended immensely to (*all forth every 
manly virtue. In the chai^aeter of her own peojde, in their 
steadiness, their integrity, their honour, Scotland has found 
wealth jnliintely more beneficial to her tlian the mines of Mexico 
and Beni, • 

The express purp.osc of these banks was to create credit, 
inctirporeal eiitities created out of N(>thinr/^ fov a . transitory 
existence, and then, liaving performed their functions, vanishing 
again into tlie l^othlnij from \vhonce they came. And has not 
'this Credit been Caimtal? Will any one, with these results 
staring the Avorld in the*facc, believe that it is maintained l>y 
writers, wdio are still (*.onsidered as Economists, that tiie eflecls 
of credit are purely imaginary! — ^^that Cnidit comlnces nothing 
to the increase of wealth ! — ^^Fhat (Inulil conducos nothing to 
production ! — TTiat Credit only existing capital !— And 

that those who maintain that Credit is Productive Capital, arc 
• such puzzled-headed dolts as to think tliat the same thing can be 
in Iwo places at once ! ! 

Now, we ol)sevv’'e, tliat these Cash Credits, which have pro- 
duced such marvellous results, are purely of the nature of what 
is called Paper in England. They are not. based 

upon luiy [irevious operations, nor upon the transrer of com- 
modities •already in existence. I'lioy are createrl for the express 
pvu’pose of or forming y future products, which would 

.either haye had no existence at all but lor them, or, at all events 
it >voiihi have been deferred for a very long jieriod, until solid 
money could inave beiiti obtained to produce theiiu^ Thus we 
have au cnornioiis mass of exchangeable [>roperty, created by the 
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mere will of the bank and its customers, which produces all the 
solid eftocts of gold and silver, and when it has done its work, it 
vanishes again into nothing, at the will of the same persons who 
called it into (rxlstcnco. Hence we see that the mere will of man 
created vast masses of wealth out Nothing ^ and* then 

Discreated them into Nothing, which, having served their 
purpose, after a time were 

Melted into air, into thin air.’^ 

But their solid results have by no means faded like the* base- 
less fjibric of a vision, leaving not a rack behind. On the 
contrary, their solid results have been her far-faineil agriculture, 
tlie manufactures of Glasgow and Paisley, the unrivalled steam- 
ships of the Clyde, great public works of all sorts, (finals, roads, 
bridges, and poor young men converted into princely merchants. 

What the Nile is to Egypt, tliat has l)een lier Banking system 
to Scotlan<l ; and it was fortunate for her that the l‘oundations of 
her prosperity were laid broad and deep before the gigantic 
fallacy was dreamt of, that the iss'ies of banks should he 
inexorably restricloirto the amount of gold they displace, and 
before Mr. Mill had proclaimed to the world that those who 
created paper beyond that are rohbei*.s ! 

On Open Credits. 

61>. We have seen that Cash Credits are always created to 
forward a future operation, ftnd are never founded on a past one. 
There is always, liowever, collateral security taken, so a.s to 
protect the Bank against loss. In the keen spirit of competition, 
however, a hazardous system has sprung up of granting these 
credits without collateral security. This system is a g‘ood deal 
practised al>r<jad, we believe, and is called Credit a Decouvert^ 
and, in tliis country, Open Credits, It is manifestly far more 
ha/ardoius than C.‘isli Credit-s, or common discounting, because 
tlmre are always two names at least iu such cases. We believe 
that the Joint Stock Banks, which failed a few years ago, 
indulged to a great extent in this dangerous system. - 

On Ac( OMMODATION BiXI.S. 

Vo. We now come to a species of Credit, which will demaiid 
great attention, because it is the curse Snd the plague spot of 
Commerce, and it has been the great cause' 6f those frightful 



§ m^7o]. 


ACCOMMODATION BILLS. 


585 


commercial ciises, winch seem periodically to recur ; and yet, 
though there can be no doubt that it is in many cases essentially 
fraiuhilent, yet it -is of so subtle a nature as to defy all powers 
of Legislation to cope with it. 

We have shown, by -the exposition of the system of Cash 
Credits, that there is nothing essentially dangerous or fraudulent 
ill a Credit being created for the purpose of promoting future 
oi)crations. On the contrary, such Credits have been one of the 
most powerful weapons ever <levised by the ingenuity of man 
to promote tlic prosjiority of the country. A certain species of 
this Credit, however, having been grossly misused for fraudulent 
purposes, and having produced great calamities, we must now 
examine wherein the danger and the fraud of this particular 
form of Credit He. 

When a Bill of Exchange is‘ given in exchange for goods 
actually purchased at tlie time, it is called a Real Bill, and it is 
supposetl by many writers, and even by many commercial men, 
that there is somctliing essentially safe in it, because, as the goods 
liave been received for it, it is supposed they are always there to 
provide for the payment 6f it ; and that only so much Credit is 
created as there are gooils to redeem it. Thus, in the article 
Credit^ in the EncydopcHdla llritamiica^ it is said : — ‘‘ Every 
sum of Credit, therefore, must be founded on a transfer of a 
corresponding sum of Capital, and the whole amount of Credit 
existing, at any time, can never exceed that of the lent capital.” 

When \yQ see such gross, dense, crassa igmmmtia in a jmb- 
licfition of the character and pretensions of the Enci/clopmdia 
what ai*e we to expect from the general public? 

Leaving out of consideration at present the cases where 
Credit is created without the transfer of any capital at all, it is 
manifest, from the description of the system of Credit already 
given, tliat it is utterly erroneous to say that the quantity of 
Credit cannot exceed the quantity of Capital lent. A Bill of 
Exchange, it is true, only arises out of a transfer of goods, but 
then a fresh bill is cre:^ted at each transfer. In the ordinary 
course of biLsiness, there will always be, in general, at least twice 
the amount of bills to what there are goods. But if twenty 
traiis^rs took place; twenty bills would be created. If goods 
to the amount of £10d wei’o transferred twenty times, supposing 
even that the prfce of the goods did not change, which it most 



586 PIUNCIPLES OP economics: [CnAr. VlI. 

assuredly would, there would be Credit created to the, amount 
of' £2,000. And it would only be tlie last holder of the goods 
who would have them, and be .enabled to devottj the proceetls to 
the payment of the last bill only. The rcniaiiiiag nineteen bills 
must manifesil 3 '^' depend upon other souiiSes for payment. 

The security, ihcTcfore, which is supposed to reside in Real- 
Bills, on account of tlieir being fouiuled on the transfer of goodSj 
is sheNvn to be, to a great extent, imaginary. Let us suppose, 
liowevor, that A sees that a profitable operation may bo d<M\e, 
The Bank will not, as traders do, make him an advance on Ids 
own name alone. It must have at least two najjies. A there** 
fore goes to B, aiid gets him to join him as security to the Bank, 
on engaging to fnid the funds to meet the bill when due. A 
then draws a Bill on B, wiio accepts it to acconl^iVnJate A, as it 
is called, and such a Bill is called an AccomniotlathnL llUL 
The Bill thus created w’ithout any consideration, as it is 
termed in legal language, or, in common Jariguage, without 
trauafer of goods,, may be taken to a Bihiker to be discounted like 
any other bill, an opei'atlon may be performed, and, if successful, 
the bill may be paid with the proceeds. 

Stated, therefore, in this way, there is nothing more objection- 
able in such an accomtnodation bill tliau in any ordinary*veal 
bill. The security is just the same in one (jase as in the otlier. 
Ill the one case goods fuvw heea purchased, wddeh will j):iy the 
bill: in the other case goods arc, to ho purcluised, whose 
})roceeds are to pay the bill. In fact, wo may say that all Com- 
mercial Credit is of this nature, becansc a Credit is created to 
purchase tlm goods wdiose proceeds arc to pay it. 

There is, therefore, clearly nothing in thu nature of this - 
species of paper worse than in the other, and, when carefiilly 
used, nothing more dangerousi Cash Credits, which li.ave heen 
one of the safest and most profitable parts of Scotch bankingj 
and have done so much for the country, are all of this nature* 
They were created without any anterior operation, tor the express 
purpose of stimulating future operations out of which the Credit 
was to be redeemed. There is, therefore, not anything more 
crnuinal, atrocious, and vicious in the one system rather tjan in 
lire other. Or, if there be, the criminality and atrocity must lio 
in the lUfference between ham been and 
NeierthcU\«.s, ;a.s it is indubitably certain that most of tlips^ 
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tonible cominercijil crises wliich have so frequently oonvulsetl 
the natjou have s|)i*ung out of this species of paper, it does merit 
a very considemhlo i>ortion of tlie obloquy and vituperation 
heaped upon it. It is, therefore, now onv duty to investii^ate the 
ineUiod in which it is ^Ipplied, and to point out wherein its true 
• danger lies. 

Tlie security supposed to resi le’ in Real 'Dills, as such, is, as we. 
have, seen, exaggerated. But there is at least this in them, that 
as«th(‘y only arise out of the real transfers of property, tlieir 
number must he rniiited by the nature of things. Ilowover bad 
and woi thles?.s they may l>e individually, they Ciinnot be multiplied 
beyond a certain extent. TItere is, therefore, a limit to the cala 
uiities they cause. But we sliall show that, with Accommodatifm 
Hills, the limits of dis.aster arc immensely and indefinitely ex- 
tefide<l, frequently involving in utter ruin all who are brought 
within tlieir vortex. 

We shall now endeavour to explain to our readers, wherein 
the difference between reltl and accommodation paper consists, 
and wherein the true danger lies. 

Let us suppose that a manufacturer, or wholesale dealer, has 
sold goods to ten customers, and received ten hand Jide trade 
billfi for them... lie then discounts these ten bills with his 
banker. The ten acceptors to the bills, having received value 
for tlicm, they are the principal debtors to the Bank, and are 
bound to meet them at maturity, under the penalty of commercial 
ruin. Tlie Bank, however, lias not only their names on the bills, 
but also that of its own customer, as security. It, nioroovor, 
generally keeps a certain balance of its custojuer in its own 
hands, proportional to the amount of the limit of discount 
allowed. Now, oven under the best circumstances, an acceptor 
may fail to meet liis bill. The Bank then immediately debits 
its customer’s account with the amount of the hill, ami gives it 
him back; If there should not be (mough, the customer is 
called upon to pay up the difrcrencc. If the worst comes to the 
worst, and its customer fails, the Bank can pursue its legal remedy 
again.st the estates of both the partie-s to the bill, without in 
any way affecting the position of the remaining nine acceptors, 
\vho, of course, are to meet their own bills. Even 

supposing, however, it is only thw acceptor wlio fails to meet his 
' bill, the Bank would not probably take a second bill upon him, 
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nor would a dealer sell Ids goods agaui to liitn, after giving bini 
the annoyance of having to take up his bill. 

In the case of accommodation paper, tlicre arc very material 
ditforences. To the eye of the banker, tliere is no visible 
difference Ixitvveen real atid accommodailion bills. They arc, 
nevertheless, very different, and it is in these differences tliat the 
danger consists. 

Iri accommodation paper, the person for whose accommodation 
the drawing, indorsing, or accepting, is done, is bound to 
provide the funds to meet the bill, or to indemnify the person 
who gives his name. In the most usual form of accommodation 
paper, that of an acceptance, the acceptor is a mere surety, the 
drawer is the real, principal debtor. 

Now^ suppose, as before, that A gets ten of his friendvS to 
accommodate him w^itli their names, and discounts these bills at 
his banker’s, it is A’s duty to provide funds to nieet every one of 
these bills at maturity. These is, in fact, only one real principal 
debtor, and ten sureties. Now, the^le ten accommodation 
acceptors arc probably ignorant of each other’s proceedings. 
They only give their names on the express understanding that 
they arc not to be called upon to meet the bill ; and, accordingly, 
they make no provision to do so. If any one of them is called 
upon to meet his bill, he iTninediately has a legal remedy against 
the drawer. In the case of real bills, then, the bank would have 
ten persons, who would each take care to be in a ])Osition to 
meet his own engagement; in the case of accommodation paper, 
there is only one person to meet the engagements of ten. 
Furthermore, if one of ten real acceptors fails in his engageipcnt, 
the bank can safely press the drawer; but if the drawer of the 
accommodation bill fails to meet one of thc‘tcn acceptances, and 
the bank suddenly discovers that it is an accommodation bill, 
and they are under large advances to the drawer, they dare not, 
for their own safety, press the acceptor, because he will, of course, 
have immediate recourse against hi.s debtor, and the whole fabric 
will jiTobably tumble down like a house of cards. Hence the 
chances of disaster are much greater wlien there is only one 
person to meet so many engagements than when there are so 
many, each bound to meet his own. ^ 

We see, then, that the real danger to a bank in being led inta 
discounting accommodation paper is, that the position of prin- 
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(iipal and surety is reversed. They are deceived as to wlu> the 
real debtor is, and wlio the real principal is, being precisely the 
reverse to wliat they appear to be, which makes a very great 
difference in the security to the holder of the bills. To advance 
money by way of casliiCredit, or by loan with security, is quite 
a different aftair; bficauso the bank then knows exactly what it 
is doing, and, as soon as anytliing occurs amiss, it knows the 
remedy to be adopted. Moreover, it never perinitKS the advance 
to exceed a certain definite limit, but it never can tell to what 
length it may be inveigled into discounting aceommodation paper, 
until some coinnierciol reverse hapj^ens, wdien it may discover 
that its customer has been carrying on some great speculative 
ojKiration, with ca])ital borrowed from it alone. 

Sucli appears to us to be the true ex|>lanation of the real 
danger of Mccommodatioii paper, and which was given in the 
first edition of this woi‘k, and we may say that its ocirrectness has 
received the sanction of the high authority of Mr. Commissioner 
riolroyd, wlio quoted it hi liis judgment in the case of the great 
leather fVauds, Lairrmee^ imd ScJtrackr^ as appears in 

the %jnd(trdy Marcli 7th, 1801. 

To explain liow such things are possible, we may, perhaps^ call 
attention to a delusion wMcb is very prevalent among uninformed 
writers, namely, tliat Bills of Flxchange are paid in money. It 
is true that liills of Exchange must always be expressed to be 
payable in money, but, as tbe reader may see in llie preceding 
section, very few' bills are really ever paid in money. VV'hen a 
eustoiner has a banking account, the banker dfscounts his bills 
by writing down the amount to his credit, ami tins credit is 
called a DicrosiT. The customer always pays his bills by drawing 
upon this credit, and wlien it gets low', the usual practice is for 
him to discount a fresh batch of bills. Thus, in ordinary times, 
the previous debts are always paid by creating new debts. No 
doubt, if the banker refuses to discount, the customer must meet 
his bills in money, but then no trader ever expects to do so. If 
his character be good, he counts upon discounts with his banker 
almost as a matter of right, and, tlierefore, to call upon him to 
meet liis bills in money may oblige him to sell goods, <fcc., at a 
great sacrifice, or may cause his ruin, 

always supposed that the bills discounfed are 
good ones, that is, they could be paid in money if required. 
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Tluia, tliongh in common j)ractice vory few bills are really pai<1 
in money, it is manifest that tlie wliole stMl/ility of the J3unk 
depends ii])on the last bills discounted being good ones. 

Now^ let ns suppose that for scTiiie time, a ciistoincr brings 
good bills to the Ibink, and acquires a good cliaracter, and 
tlms throws tlio banker oft’ bis guard : meeting some temporary ^ 
embarrassment, p<*r]iaps, lie is in diillculty to meet his bills. In 
order to gel over this ilifti(nilly, perhai>s lie goes to some man 
of straw, and perhnji.s, for some Iritling consideration, gets him 
to accept a bill, without having any property to meet it. lie 
then takes this fraudulent bill to his lianker. Thrown off liis 
guard, perliaps, by liis {u‘e\'iou.s regulMrity, tbo unsus|)ieious 
iiaiiker buys this 'bill, and gives him a depo.sit for it. This . 
deposit goes to ]>ay the former bills. In tlie mean time, the 
rotten bill is falling due, and must be met. Tlie acceptor has 
manifestly no means to meet it, and tlie only wav to do so is to 
create some more of tiiose rotten bills. Now, tlie drawer may 
be s|)eculating in trade and losing money every day; Imt ids 
bills must bo met, and there is no other way of doing so but by 
constantly creating fresh rotten bills to meet tlu^ fornu-r ones. 
By this means, the customer luny extract iiwlefiuite sums of 
money from his Icinker, and give liim^in return so many pieces 
of paper! Now, ns hen times are prosj>erous and di.scoiints are 
low, this system may go on for many years. But at last a eom- 
mercial crisis coim^s. *l’he money market liecornes ‘‘ tiglit.” 
Bankers not only r.use tiie rate of discount, but tliey refuse to 
discount so freely as formerly; they contract tlieir issues. All 
these rotten bills are in the bank, and must be met. But, if Ibe 
bankers refuse to discount, they must 1)0 met with mortey. But 
all the property wliich the conspirators ever bad may bave been 
lost twenty times over, and, con.sequently, wben the crisis comes, 
they have nothing to convert into money!' Then comes. the 
crash ! Directly the bajikcr refuses to pay Ids customer.^ bills 
by moans of his own money, he wakes to tlio pleasant discovery 
that he has been paying aU his customers’ bills for many years 
with his own iiioncy ! 

This is the mtionale of accommodation p.a)>cr; and here we . 
see how entii-ely it differs from re.al paper. Because, With real 
paper, ^ and bona jkU cuslomers, though losses may come> still, 
directly the loss occurs, there is an end of it. But with accou;- 
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iiiodatlou ]>apor, the pfospect of a loss is the very cause of a 
greater one being made, and so perpetually in an ever-widening 
circle, till at last the canker may eat into bis assets to any 
amount almost. It is also clear t])at if a man, leaving got a good 
chariyrrter, may »somotimes do so much mischief to a single 
J)anker, the' capacity for mischief is vastly increased if, from a 
high position and old standing, Im is able to discount with 
several banks, for he is tlum able to diminish greatly the 
chalices of detection. 

It would no doubt greatly assist the understanding of this 
subject to give an account of one of these cases, but to do so at 
suffici(‘nt length would occupy too much space in a general work 
on Econoufiics. If any readers cave to investigate tlie subject 
more ])articul;irly W(i Jiiay refer thorn to our Theory ami 
Practice of Bcmklny^ 2nd Edit. iSthl, Vol. I., p. M7, where a 
full analysis of tlie gi'eat case of Tjcmrmce^ Mortimar^ and 
Schrader is given. 


Oh the Tnoii^formalkyn of Tkyipouauv Ckkdit into 
, Peum.wknt Capital. 

71. We have now to give an example^ of the use of Credit 
which will startle and ainazo our readers ; and of which wo have 
never soon the .slightest notice any wltere else. 

Sixteen hundred years ago Diophantus said : — AMic M \e7^ip 
noWaTrXacHfKxOe'iaa noau orrapiiir. 

Defect multiplied Into defect gives eosistence — 

That is — X — So also, without any reference to 

Algebra, Roman I^aw said — Qn] obligatioiie liberatur videtur 
cepisse^quid — repeated in tlve Basilica— o f.XtvOepovfievo^ *b'oxvc 
5o*:ct n as De Savigny says — ‘‘ The release of debt is 

the gift of an eipial amount of money.” 

Thus in Commercial Algebra a Release from a Debt is in all 
cases absolutely e(|uiviiient to a Payment in inoncy, in strict 
accordance with the principle that -I X f is alw aj^s equivalent 
to — X — . • 

^ ^2. Wben it is published to the world that the Bank of 
England has a paid-up Capital of JE14,000,000, and that the. 
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various .loint-Stock Banks of Loiidou Have paid-ifip Capitals of 
thc,se magnitudes— ^ 

London and Westminster Bank - - 2,000,000 

Union Bank - - - ^ - 1,200,000 

London Joint-Stock Bank - - * 1,200,00Q* 

London and County Jiank - - - 1 ,000,000 

and many others of lesser amount, does not the whole worhl, 
except these very few who are conversant with the inechajiism 
of banking, Ixdieve that the Bank of hhigland and the Jwint 
Stock Banks l)ave these sums of capital j>aid up in hard money ? 

What will they say then when 4hey learn that tins idea is 
pure moo?is/ii/ie ? These Banks never had anything like that 
sum paid up in actual money at all. Of course it is utterly 
impossible to tell how much was ever paid in money ; but this 
we believe we ari3 safti in saying, that not the luilf of llfese* 
sums wavS ever paid up in money. At least half of these gigantic 
fiuras of so-called paid up capital are nothing more than the 
Banics own Crkdit turned into Caiutai. ! 

In order to understand how this was done, wo liave to explain 
bow the Capital of the Bank of England was increased in 1007. 
The first subscription of £1,200,000 was paid up in money, 
which was all advanced to Government. In lOOC, the Bank 
stopped payment under circmnstauces wliich we liave fully 
detailed elsewhere/ and its notes fell to a discount of 20 per 
cent. In February, 1007, Parliament took in liand the restoration 
of Credit. It was detennined to increase the Capital of 

the Baidf and four-fifths were to be received in Excliecpier tallies, 
and one-fifth in the Bank’s own notes. In pursuance of this 
Act £800,000 was paid in in Exchequer tallies and £200,000 in 
the Bank’s own depreciatc<l notes, which were taken at their 
full value as cash. And thus we see at once that at the first 
mtgmeniaiUm of Capital, £20,000 of the OjpUal consisted of 
its own Depredated JVbtes^ or CREDIT. And the Bank was 
authorized to issue an amount of Notes equal to the ' amount of 
this increase !of Capital. 

An exatnJy siiailaf proceeduig is described in the history of 

banking in Scotland.* In 1727 the Bank of Scotland increased 

*. 

» Dictiomrif of Politirat Economy, Art, Banhing in EnglaruJ, ^ 7 $ ; and Theory 
.^.-j^faetke of IkwMng, %id Edit^lLm*. 

^ / ^ IHctwnary of J^litical Economy, An. Iknhing in 8coth7iditj^ 2^B. 





CAPITAL OF JOINT 81’OOK BANK8. 


593 


its Capital. The subscription was paid up partly in tlic.bauk’s 
own liutes. An outcry was made against this, but the Diioctoi-s 
justly answered — But the objectors do not at all consider this 
point, for the payments are many of them made in specie, and 
Off nk notes arc justly reckoyicd the same as specie when paid 
bi 0)1 a mil of stocky becausej when paid /n, it lkssens the 
Demand on the UankP 

Here we see that the Directors clearly understood that the 
lld^ase of a Debt is in all respects equivalent to the Payment 
of Money. The bank had issued its notes. ]A>]‘ n lialever reaso?i 
they were issued, they were, as said Megatice quantities, or ob- 
ligations, atiil llie bank was debtor to the iudders of them. When 
the call was made, the subscriber might either pay money or 
release tlie l)aiik from its debts' and the two ()[nu*ation.s were 
absolutely e<pii valent. At every fnrtljcr inetT^ase of capital, the 
very same operation would be retveatod ; j»:iynient in money and 
in the Bank’s own notes, w’ould always be trcatcfl as exactly 
equivalent; and lienee we see that at every fn*s]i increase of 
capital, a certain quantity of tiie Bank’s own I’EMPORAnY Cbk* 
DiT would be turned into Pkumanknt Capitat.. 

Thus we see that the Parliament of England and the Directors 
of the Bank of Scotlan<l, w'ho were wdiolly innocent of Algebra, 
and wore probably e<pially innoc(*nt of Romaii Law, sinijily 
from their own practical Oommercial instinct, treated the 
lielease of a Debt, as equivalent to a Payment hi 31oney: 

Such are the melhods by which the Capital of a Joint Stock 
Bank, Avliich issues notes, may bo increased. It miglifc bo 
thought, peihaps, tliat it ivS only banks whicli issue notes that 
c,‘:^n turn their own Credit into Capital. I>ut that is a comjdeto 
error. We have seen, in this secllon, that the vei^ essence of 
Banking consists hi making advances by creating de1>ts, eitlier 
in the form of notes, or Credits, in tlieir books, called j)j:i’osiTs. 
Thus, all the Joint Stock Banks in London, other tliaii the Bank 
of England, do business exclustv(dy by creating De}K)sits. N*ow', 
Buppose a customtT of one of these Jhinks has a balance, or 
Deposit, on his account. The Bank detchnlues to increase its 
Capital, and the customer wishes to lake part of the stock. He 
may either pay in money, or he may give tlie Bank a cheque 
on his accouiit. . This is exactly the same thing us paying tlkj 
•Bank ill i ts owm notes, it is Xh& Jtelease of a JOebL Supposing 

■ ■ 2 Q ■■ 
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be haji not enough ou his account to pay for the stock lie wishes 
to purchase, ho may bring the Bank bills to discount. The Bank 
discounts these bills, or buys these debts, by creating another 
debt, in the form of a Credit, or a Deposit, on the customer’s 
account, 'svhich is a Iscgatlve quantity, exactly equivalent to-i 
Bank note. The customer then give.s tlie Bank a cheque on his 
account, that is, he releases it from the debt it has justcreatml 
in hi.s favour. And^ that DehtxeUased^ then hecomes augmmta- 
Hon of Capital, lienee, we see that the Bank first cveate\i the 
Credit, and it was then turned into Capital. 

It is ti*ue that lliis method cannot he adopted to so great an 
extent by the public Avhen the Bank does not issue notes; 
because the geueral pul>Iic would not have any claims against 
the Bank, but only its own customers, and those who miglit 
happen to have cheojies given to them In^ them, Still, as lar as 
it goes, tiie principle is the same. And tins is the way in which 
the cafutal of all Joint Stock Banks is iinb'ea.sed, and it may go 
bn to any extent without any payment in money. 

In a precisely similar way, when gi‘eut }>ublic loans are cotj- 
tvacted for, a very large portion of Ihc-nv is always cretated by 
means of Credit. The customers of a Bank wish to sul>scri]>e to 
a loan. Tlicy bring it a batch of bills to discoum;. They draw 
cheques against. the deposits create*! on the discount of these 
bills. These cheques may l>c paid into the credit of the great 
cou tractors, at their bankers, and transferred an indofinile nuim 
her of without ever being re<juired to be discharged in 

money; tliey may, in fact, be discharged by being cancelled 
against other Credits. . 


On the CmsAiirNG House. 

73. In the preceding section \v<^have shewn the application of 
the doctrine of Boman Law that the JRelease of a JJedt h nii 
increase of wealtli exempliiied on such a scale of Tnagnitude and 
importance, as few people over dreamt of. Wc have now to 
give an example of ;the Homan doctrine of 
carried <>ut on a vscalo of still more colossal magnitude. ■ 

/^he . first example of this principle that we arc aware of, 
carried out on a groat scale is that mentioned by BoisguiUebtertJ 
^ OimrUilion sur l<t ^fature des ridmse$jCk.iL . ■ A 
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The merchants of France liiuling it inconvenient to keep a great 
stock of bulUoirready to pay their bills, adopted tlic plan in the 
16th century, of making all their bills payable at the fair of 
Lyons. The bills ‘circulated throughout the country, and got 
perjmps covered witli indorsements. At a certain pei-iod during 
the'fair, the merchants met for a general settlement and adjust- 
ment of accounts; and Boisguillebert says that by this means 
transactions to the amount of 80 millions were setth-d without a 
sou jin money. 

Wetlius see how erroneous is tlie supposition that all Dills of 
Exchange are settled linaliy in money. Even at tliis early 
period the French merchants had found out the advantage of 
meeting periodically to :i<Ij«ist their <lebls by mutual Ib^leases, 
or by Compensation, rather than by payment in money. The 
same practice was usual at other fairs. Kovv these Dills liad 
passed througli many luiiids, and had periurmed many exchanges 
before they were exclianged and extinguishe/l, and thus they bad, 
performed exactly the same functions as money. 

In 1775 soino of the London bankers cstahlislicd a simihp* 
daily custom among themselvos. 

W e may explain tiie advantages and operations of the Clearing 
House in detail. ' ’ 

Every .Tjondon banker has, every morning, claims against all 
or, at least, most of his neighbours, and, of course, he has to meet 
claims from tliem. Tl used to be the custom IVu' every baukf-r, 
the firsj; tiling in tlic morning, to send out a miiulier of clerks, 
to collect the debts that were due to hini from his neighbours, 
'who, of course;, were obliged to keep cash or* notes to meet them. 
The Metropolis is portiojied out into districts called walks” 
and each clerk has to collect all the bills, clrerpacs, etc., wlibiri 
hb xyalk. Tliese claims are called banhen.i' eJuir<jfis^ and are paid 
usually in Bank iiotes/in BOm#cases by cheques drawn u]H)n the 
Bank of England. The slightest rctlectioif will shew the waste 
6f Bank notes, caused by this barbarous and clumsy metljod of 
eettling bankers’ drarges. It is evident that a very lar-ge amoinit 
of Baiik notes miglit be saved if the bankers had some method 
of balancing theiE claims against each other, and seltling otily 
the What the amount of Bank notes 

V ^hich are pos^ iliis method may be is not very 

easy to tdb It, was stated in evidence, before the. Committee 

, 2.q2-. ■ 
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of the House of Ootiutioiis, on one oeeasion, that one Jbank alone, 
tlio liondon and Weslniinsler, was oblif^'od to keep ill 50,000 of 
notes for tliis very pur])Ose, wliicli, by a better method, might 
have been sot iVee, :md would have, to all intents and purposes, 
been so mneb additional trading capital. Now, it tins Bank * 
alone, many ye:n-s ago, was obliged to keep tiiis enormous shin 
un|)r(ditMbh\ hat must have been the total amount wasted in 
tiiis inanncM* by all tlie bankers? 

About I7i5, the inconvenience of sending out to collect theso 
charges led a number of ilie city biuikers to organize an exchange 
ainung themselves, on a siniiiar jdan to that already practised 
among the banks in Edinburgh. They met in :i room, and 
e.xchangi'd tlieir mutnal claims against each other, and paid only 
the ditferi Tiee in cash, or Bank notes. It is stated in the Bullion 
1’i.eport, that in the year KSIO there wore "JO bankers who cleared ; 
that the average amount of dralU, passed through the 
Clearing House every day was about £1,700,000, and that all the 
balances on this account Avei-e settled by about £220,000 in Bank 
notes. The Clearing House was merely an asseuihlage of private 
bankers; wlicn the joiiit stock banks were instituted in the city, 
tliey wei‘e rigidly cixcluded until 1«54, wlien the intolerable 
incoiivoiiieuce caused to them by the large amount of notes tliey 
had to kee|> idle to meet tlic ‘‘ charges,” KSet a (piostion atloat of 
organizing anollun' CU!aring House aniong themselves. Moreover, 
it is sjiid, that the [private bankers, themselves, felt the incon- 
venience of the heavy ‘Siharg(?s” of the joint stock, banks. 
Partly owing to tJjosv circumstances, and |>artly, we hope, owing 
to the feeling against tlje joint stock banks liaving aliated, the 
London and Westminster, the Union, the London Joint Stock,, 
the Loudon and County, .and the Commercial Banks, were 
admitted to the Cleaving House in August, IH54, and the 
Soutlnvark Brancli of the Londoif and Westminster in August, 
1855. The latter being remarkal)le, not only as a branch of a 
bank being treated ns an independent bank, but also. as not being 
in the City ot l.ojidon. The Bank of England was not admitted 
to the Glearijig House till 18(»4. 

The mode of doing business is as fo]lo\vs :---Tho bills and 
cherpics which each banker holds on the other cleariiig banks, 
are sorted in separate parcels, and at lO.ao a clerk fVoitt eticb 
bapk arrives at the Clearing House. He ckhvors to each of the 
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other clerks the obligations he baa against his house, and receives 
from each the obligations due from his own. AVhen t}j<?se 
obligations are interchanged, each clerk retiirns to his owm bank. 
1'he same process is repeated at 2,;?0. Each bank has till 4.55 to 
decide whether it will honour the drafts upoii^t; if it does not 
retuni any drafts upon it before that hour, it is held to have 
made itself liable on them to the (.-learing House. At 4.15 the 
business closes, and the accotints are made ui* ; and so adnrirablo 
ift; the system, that in settlement of the elaims a alrujU 
Hank sonerehjn passes. 

Each clearing l)ank keeps an account at thcj I>ank of England, 
and the inspector of the C.-learing House also keeps one. Printed 
lists of the clearing banks arc nnitle out for eacii bank, with its 
own name at the head, and the others ]>laced in a eohnnn in 
alphabetical order Ijclow it. On tin* left side of these nanu's is 
a colmnn headed. Oeblors,” and on the rlglrt side are tuarked 
“Creditors.’- The clerk of the Olearirig 1 louse then makes uje 
the accounts betw(‘en each Imtdc, and the (/rflrrenee otdy is 
entered in the balance sheet, according as it is debtor or creditor. 
A baiaruio is then stru<*k between the debtor and creditor 
columus, and tlie paper delivered to the clerk, who takes it back 
to his own bank. The bjdauce tium is not [.‘aid to, or received 
from, the other bankers, as formerly, but it is settled w 1th 4ho 
Clearing House, whicli keeps an aecoiint ilsidf at; tin* l>ank 6f 
England. The accouiits arc settled by means of a st>ecies of 

C7 ^ ^ * I 

cheque appro|)riated to tiu.‘ jnirpose, callerl tnoisjcr fickets. 
They are of two colours, whit(‘ and green, the w-hile w hen llie 
Hank has to pay a balance to the Clearing House, the green wlnni 
it lias to receive a balance from it. They are .signed by some 
autlforizcMl oHicial of the Bank. 

By this adtnirable system, transactions to the amount of inaity 
milJions daily arc settled wilhout ihc interv'ention of a single 
Bank note. 

' The Bvo mclliods which London 1 jankers luive of scttliug 
tlicir mutual claims, which >ve have described, l)y cadlecting the 
charges in the morning, and by tlie Clearing llonse, suggest 
several important reflections upon the circulating medium, and 
the Act of 1844. That Act fixed the sum of I 1,000,000, since 
C 3 !ctcnded to £15,000,000, as the limit beloAv which the require- 
ments of business would probably not j>ermit the internal circm 
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lation to fall But there is tins objection to it, that it was 
fixed with reference to a partleidar method of doing business. 
If all the liOiuloii bauker?^, were admittetl to the Clearing House, 
tiiore would immediately be a very large quantity of Bank notea. 
disengaged from business, and they would either disappear IVoni 
cnculation aliogetber, or else they might be employed as fresh, 
capital in discoimtiiig bills and making loans. On the other 
hand, l<?t ns sup]K)se the Clearing House dissolved, and the 
clearing l>Mnk.s to revert to tlie barbrfrous inetliod of settling 
their mutual claims practised by the non-clearing banks, several 
niillioMs of Bank notes would be required to settle tbeir- claims* 
Wo are sMtisfaui that botween these two extreme methods of 
Irahsaeting businoi^s - citlua* there being lio Cleai’ing House at all, 
anvl all the. banks ileinanding paynKmt from each other of their 
clainis In Bank notes, and on the other hand, all the banks 
entering tlio Clearing House, there would bo a diift^renco of Bank 
.notes nei'cssary to trai)sa<‘t the sanu: anuumt of business of not 
li.'ss than 1*1 2,0()0,()0(). Xow, it is perfectly manifest, that if the 
C.leaving House were <liHSolvod, the {ublitional (juiuiiity of Bank 
notes iiecessarv to transact business wouhl nut in any way affect 
prices or business; nor if all the banks were to enter it, could 
the quantity of Bank . notes withdrawn from eircuhition affect 
prices or business. Consecpiently, we observe*, tlnit the quantity 
of B:mk ijotos requisite to transac-t biisiiioss depends very much 
on the particular nu tliod of settling djjims. 

It appears, then, to us to bo a fundaniental and pliilosophical 
ol.jectiuji to all atterrqds to fix llm numqjdeal amoimt of Bank 
notes which may be issued by the Bank, that it depends very 
much on the method of doing business what amount will be 
reqriired. Consequently, if any Act fixes that amount, and a 
change takes ]>lacc in the method of doing business, it must 
necessarily be fatal to liie principle ' of such an Act/ And these 
remarks touch not merely the Act of 1844, but some of the 
objections to it ; for, in the first place, if the method%f doing, 
business upon which the Act is founded, be improved so as to 
dispense with a large quantity of the notes permitted to be 
Issued by tlm Act, the Act foils in this-~-that it eontiwm n^ 
power to compel tliese notes which are so disengaged, to; hc* . 
withdrawii irom cifeulation, which, if the principles bf the Act ; 
true, would be a rcduiidancy of the ciitrcncy* .On tfe 
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other hand, those persons who corajjlain of tlie restricted amount 
allowed to be issued by the Act, should, in the lii'st instanc'e, 
econoniiso the use of those already permitted to he issued to the 
greatest possible extent, hefpre they demand now issues. Now, 
an ijtiproved inelhod of (loing* business by tlie London bankers 
would certainly liberate a very large amoutit of Bank notes, 
winch arc at itresent, as Ave may say, wasterl, and atford so 
liinch^ relief to the alleged eontruction of the curn ticy. 

" 'rite operations of the Clearing House m1:s<» enable us to dispel a 
very prevalent error among those p<a*sons who inaiMtain that bills 
of exchange are not (airreney ” or eirculating modiiim, because 
thej^ can only be. dis(jljarg<*d by payment of money. JC\en if 
such an assertion Avere true, it avouKI m>t Mtlecl the que.‘^tion iu 
any way, but the assertion itself is wliolly erroneous. It is not 
true that bills of exchange e:m only bo distliargcd by iiavinent 
in money. Bills oi‘ exchange to tluj amount of niiliions are daily 
tlischargcd without any eoin whatever, just in Iho same manner 
as (hetjues are. A l>ill of excliange, on the day it matures, 
becomes a cheque; a che<(ue i.s notliing hut a bill of exchange 
payable to bearer on demand. Noav, let us take the case c#f a 
Vvliolosale dealer who accepts bills to a rnann fact, aver, and draws 
bills upon retail dealers. When ho opens a discount account 
with his banker, he brings tliC bills lie draws upon liis own 
customers, the retail dealers, and soils them to Ids banker, 
also makes tlie bills draw n, upon himself payable at his bankers, 
and the proceeds of the bills ho sold .arc apjn-opriatcd to the 
p.aymcnt of tlie bills he* has to meet. Now, lu' knows when the 
bills he has accepted fall duo, and he takes care <o sell some bills 
•to Ills bankeiv to meet them. The banker, as usual, buy.s these 
bills, by merely writing so many tigures — so many “ promises to 
— to the credit of liis custoiner. Now', if this banker is a 
member of the Clearing House, and the banker avIio presents his 
customer’ti acceptances for pHyinent, is also a member (»f it, they 
are presented frbrijugh the Clearing 1 fonse, and fall into tlie mighty 
mass of traijsactiorus which ai-e settled by its means, without any 
interveution of coin, or Bank notes. 

Now, ivhen AATO seejUjat cheques are merely substitutes for 
Bank notes, that hi every case whero.a cheipic iioav passes, Bank ^ 
ttbtes would be required if liad not existed ; Avheii avg 

afeb seO that bill of oxchangtS on the day it is payable bcooinos 
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a cliequo, wliich is equivalent to a Bank note, it follows vevy 
clearly that all the obligations interchanged at the Clearing House 
form an intc'gral ]»art of the circulating medium. Tlieir being 
e.vehaugod at the Cleaihig lL»use cau inako no diffia’cncc to what 
they would be if they wore presented and paid by eaoli bauker, 
for lliey have all done their duty h\for(i tlu*y ari i ve at tlie Clearing 
House; (hey have caused comniodities to circulat(^^ })erha{)S 
])un)y more tifnes than onee, before tliey conic tx) be ilischarged, 
III niosl- country towns in England of any size similar exchanges 
ai'c organized, and the dillhrenees settle<l l)y a draft on London ; 
and in 1 800 a clearing establishment was instituted in Loudon for 
count i-y liuukers. AI! these institutions have the general tendency 
to e«>nsl;itute 5 as it were, all the different banks in the county one 
vast: banking establishment to extinguisli the credit created by 
coimnercial transactions, by mutual interchanges without the use 
of Bank notes or coin. What the economy of notes or coin 
may be by tiieafis of the present system of clearing, Avhich is 
even yet far from eornplcie, no one lias the means of Mscertaiu- 
iipg. In the Y(>ar when w-c may thirly say that the present 
banking system was in its very infancy, and there were only 
29 private bankers in the Clearing House, the claims settled tliere 
amounti^d to .l'9r>4,401,0()() and tliese wmro discharged by means 
of £G0,2‘ro,G00 ill Bank notes. At the present time the amount 
settled lias multijilied many time.s: during the last year the 
amount wliich passed through the Clearhig House w^as 
£o,35^^2^2,000 : and no uoies or coin are required. But a 
considerntiou of the details of this systfun will impress the 
reader witli the truth of what >ve have endeavoured to explain 
fully in a ] >roYioiis section, that a Hebt is in all respects an , 
article of commerce, or merchandize. In former times money 
was required to adjust the balances on nnequrd exchanges of 
ammoditm ; in moflern times, w'lien commodities are almost 
universally circulated by means of Debts, and these Debts are 
themselves articles of commerce, money and liotts are chiefly 
required to adjust the outstanding balances on tmequal ex- 
changes of Djeiits. 
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On Banks of CiiKoiT Fonciek. « 

^4. Wlien fiftCT a long period of iriaetivity the energies of ti 
*]K‘Oi>le are suddeiily turned in an iudu.sti'ial dircetion, they find 
iiiTiunierable enterprises which would be profitable, if only they 
j>ossessed tlie moans of setting them agoing. The (juantit}^ of 
money which was ibund sufiicient for a non-indvistrial ])00|)Ie, is 
•now found to be wholly inadcipiato to the increased demands for 
it, ami the only cons(‘quenee can be, that if tliere be a greatly 
. increased demand tor tlie existing Vjnantity of money, the rate of 
discount, or interest, will rise pro|>ortional>]y, and I'ise to such 
an extent as to preclude all possibility of profit from such eriter- 
prises, even if elTected. 

It has been invariably found, tbereforc, that wlieiiever this 
takes ])lac(;, there are abundant schemes set afloat for increasing 
the «(uaMtity of money. This was jairticularly the case after the 
restoration, in England, when men, weary of politics Shd 
poh.nnics, began to turn their attention more to commerce. 

Among fields of enterprise none api>eared at that time more 
promising than agriculture. l>ut, unfortunately, all tlio available 
specne was absorbed in commerce ; none was to be haM for agri- 
culture, or, at least, except at such rates a^ to be a practical 
l)roljibiti<?n. 

It was tliis real want that gave rise to tlm schemes of Asgill, 
Chamberlcn, and others, for the purpose of turriing the land 
into money, which were so rife at that period. Among all 
of them, Jolin Law’s has attained the greatest name. He 
perfectly well understood the powers of CrcfVit, and he saw tliat 
Cre<}it was an increase of the powers of money : but he saw that 
Credit was limited by Money, and his plan was to devise a 
pchenie by which paper money should l.)e created, which should 
maintain an equality of value with silver. 

He supposed that if the land were mortgaged to the Gov ern- 
ment it might create paper money to the amount of the value in 
silver of the land, and Uiat this paper money would circulate at 
par with silver. 

This doctrine m to have some plausibility in it, and 
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haa many modern admirers. But, nevertheless, whenever it has 
been tried in practice, it lias uniformly been Ibund to tail. This, 
hoAvever, is not the place to point out its error, nor to detail the 
pr^btical examples of its failure. • 

Ten years, however, after the failure of I-.a\v^s system. in 
I>ance, the Scottish BankKS, by the admirable invention of Cash " 
Credits, pushed Credit to the utmost extent of its legitimate 
limits, and realized all that Avas practicable in Law’s scheme.. 

No one Avho uuderstmids the subject can fail to see the 
eiioinions advantages of paper when duly atlministered. But 
the groat dbllculty in all such cases is to determine what are the 
true limits of the issues of paper. That is, to what extent it 
may be issued and maintain an eijunlity of value with silver. In 
fact, it is one of the prolbundest problems in Economics, and of 
the most inbmontous consequence to the ]>rosj)erity of tlie 
nation. 

Seeing, tlien, that j)apcr money directly based ui>o.m land was 
a failure, and that the invention of Cash Credits could not bo 
cni^ied out by the timid ami narrow system Of fnvigu banks, 
the <j[uestion Avas liovv to divert Capital to the land, without 
creating paper money. ♦ , 

At the close of the seven years’ Avar, the proprietors in Silesia 
found themselves in a state of inoxtricabio omliarrassment. The 
ruin and dcvstrnction cause<l by the war, and the low price of 
corn, caused liy the general distivss, made them unable to meet 
their engagements. Interest and commission rose to El per 
cent. They obtained a nispite of three years- to jiay their debts. 
To alleviate the distress arising out of this state of matters, a 
Berlin merchant, named Biiring, invented a system of IjSiiid 
(hxMiit, Avhicli has been very extensively adopted in Germany, 
llussia, Ifoland, and lastly in France. ' 

I^roprietors of land can no doubt borroAV money on mortgage ; 
but lu every country such transactions are attended Avith inany 
inconveniences. They have many expensive formalities to* 
undergo, such as investigation of title, <fec. Moreover, the 
difficulties and expenses of transfer are usually very great, as 
eaclv purchaser has to undergo the same investigation and 
expense. If the debtor fails to pay, the process of obtairmig 
Ycdress, or possession of the land, is usiuilly very troublesome. 
:md expenisive, I’hc consecpience of all these obstacles is, of 
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csourse, to* raise greatly the terms ou which .money can be 
borrowed on mortgage. 

The 8ystem of Government Funds suggested to Biiring the 
idea of creating a .simiJar species of land stock. The Govern- 
luent could usually borrow much cheaper than the landlords, 
because the title was sure and indisputable, and there was no 
impediment to the negotiability. 

BViring, tlieroforo, conceived the idea of substituting the joint 
guaj*antee of all the proprietors for that of individuals, and 
establishing a book in which this land stock should be registered 
arid be traii.srera})}(‘, and the dividends paid exactly in the same 
Avay us the public funds. Tbo Credit, therefore, of the Associa- 
tion, was ahvays interposed, between the. lenders and tlie 
borrowers. Those who bought this stock looked only to the 
Association for payment of their dividends, and the borrowers 
jiaid all interest, &<i., to the A.ssocUiiion, which toolc upon itself 
all quest ioiKS of title and security. The whole of these (ddigations 
xvere turned into stock transferable in all respects like the jmblic 
funds. Such is tlie general design of these Associations. .Itijs 
])lain tliat they avoid the rock of creating |>aper money, xvhile 
they greatly facilitate the application of Capital to the land. 
They, in lact, do nothing more than turn mortgages into 
stock. 

There are ditlei'cnt methods of organi/.ing sucli Associations, 
but w-e may say in a general way that the system was introduced 
into Silesia in 1770; the March of Brandenburg, in 1771; 
Bomeriniia, in 1781 ; ITamburg, in 17H2 ; West Prussia, in 1 787 ; 
East rrussia, in 1 788 ; Lunoburg, in 1 791 ; Estbonia and Livonia, 
Jn IBOJ); KScbloswick-lTolatein, iif 1811; Mecklenburg, in 1818; 

’ Posen, in ; Poland, iirl825 ; Kalonberg, Grubenhagen, 

Ilildesheim, in 1820; Wiirtembcrg, in 1827 ; flosse-Cassel, in 
1882; Westiiialia, in 18;j5; Gallicia, in 1811; Hanover, in 
1842 ; mid Saxony, in 1841. 

These Associations arc divided into two classes. 

The lirst arc private associations, and these again are divided 
into companies founded by the borrowers, and financial compa- 
nies founded by the lenders ; the second ai’c associations founded 
by the S^te or the provinci^^ 

work' giving an account of these 

' \ VraiU tlv' CrttUt Fomiet'. 
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institutions to wJiich we must refer those whose wish* coiuplote 
details about them. Wc will only mentioned one. 

The Societe de I\mH.rama^ called Landschaft, ov Landschaft 
founded in 1781, was an advance ol‘ 200,000 thalers from 
Froderich IL, and with revised statutes, in 1846. 

The Company creates negotiableobligations atSi- per cent, for, 
100 thalers and upwards, and per cent, below, payable half- 
yeiy-ly. 

Tije proprietor pays 4 per cent, interest, and per cent. /or . 
expenses of nianageTuent. 

The holder of the obligations lias, as security for their payment, 
the entire capital of the Company, the land specially mortgaged 
for them, and tlie liability of all the pro])rietors of tl»o circle, and, 
if that sliould fail, all the proprietors of Pomerania. There is no 
priority of jireference among the obligations. Tlie liolder may 
take away the negotiability of the notes, wliiclj can only be 
restored by a Court. H^lie liolder cannot demand repayment, but 
tlie Company may pay olf their bonds. These bonds can only be 
issued on property in the power of the Company. 

Tlie head f»flice of the Company is at Stettin. A royal 
conrruissionev lias the surveillance of its operations, and pi‘esi<les 
at the general racetings. The administration consists ol* a 
director and two assistants. There are four <]epartmerits in the 
country, with a director at their head, and several branches to 
each. Those branches liave to make all tlie necessary inquii*ics 
concerning the property upon which loans are to be advanced. 

The borrowers receive the Comfiany’s bonds at tlie exchange 
of the day, in sums of 200 or 1,000 thalers. For one-tenth of tlio 
loan they’may have 100, oO, and 25 thaler notes. They may pay 
either in money, or in the Company’s bonds, whicl! they inay 
pimduuse frofu the public. Overdue coupons arc also received 
as ready money. Thus, again shewing that the Release of a 
Debt is equivalent to the payment of money, or — x— = + x 
4-. A debtor may at any time pay olf* his debt, on giving 
8 months’ notice l>efore tlie payment of the coupons, and paying 
a deposit of 5 per cent. The Company may also redeem its 
bonds on giving 6 montlis’ notice. In 1837, its bonds in circu- 
lation amounted to 55,602,844 dollars, and they were above par. . 

Such is a general outline of their cohstitutiou. The various 
Banks in difibreiit countries differ in some of their details. But 
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it would occupy too much space to be given here. We hav e 
elsewhere * given au account ^ of them taken from M. Jo.sseau’a 
work. ‘ 

These iTistitutions liave had tlie most remarkable effects in 
prQuiotiug tlje agriculture of the countries they have been Ibunded 
in. Their obligations have maintained through all crises — mone- 
tary, war, and revolutionary — a steadiness of . value, far beyond 
ajiy other public securities whatever, citl)er govoniment or com- 
mercial. M. Josseau states '^ that in a population of 27,827,990 
the negotiahle J^ettres de Gage^ or l]fandh'nefe, amount to about 
540,42;hl5B francs. In 1848, when all ]uibUc securities fell enor- 
mously, owing to the revolution, tlie Pfaiidbriefe kept their value 
better than anything else. The Pj*nssiaii funds fell to 09, the 
shares of the Bank of Prussia to 63, and the Bail road, shares to 
30 to 90 per cent., wlicreas the Land Ci-odit bonds, producing 3^ 
per cent, interest, in Silesia and Pomerania stood at 93 in West 
Prtissia. at 83, and in Past Prussia at 96/ In 1850, those pro- 
ducing 4 [>er cent, were at 102 in Posen, and at 103 in Mecklen- 
burg, 

‘ Jh'vtUriartf of Economtfn A/'t. Credit Fonder, 

Troife dn Crnlit Foneicr^ lutrc/cl, .\xiv. 
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ON THE SELF-CONTIIADIOTIONS OP .T. B. SAY AND* 
MR. J. S. MILL ON THE SUBJECT OF CREDIT. 

• • 

1. Sorely against onr will, mIioh wc are anxious to press* on 
to tlie exposition of the seienco, we are eoinpelled to delay our pr<.»' 
gross to shew Ihe extraordiiiaiw self-contradictions of J. B. Say 
and Mr. J. S. Mill on tlie snhjeet of Chedit. We have already 
been detained at eonsiilendde length in the ])receding chapter, 
in {iDintiug ont v.-rrions erroneons notions on Cridit, and we 
would fain pass on, but we eannot; Uu* sul^ject is too iin|>ortant, 
and tlio two writers ^v'e have mention cd liave done too niucli 
iriischief to ho ])assod over. 

Up to the lieginning of the [»resont century, we may say that, 
with the excojition of one eminent writer with whom iVic niis- 
concoption (.iriglnaled which has done so much barm, there was 
no dilference of opinion on tlie subject oi‘ Cr(^dit. All wrilei-s 
previously to that lime, sei'ing that Credit in the form, of Bills 
of .Exchange and Bank Notes jierfonned the same functions as 
money in circnlating commodities, classed Credit under the titlo 
of Oajntfd. But no one had worked out tlie Tlieory of the sub- 
jcct, or had demon.strated the true limits of Credit. 

Every one knows, however, that in recent times the most 
unsparing ridicule has been poured on the doctrine that Credit 
is Capital J. li. Say made the wonderful discovery that the 
whole world was under a delusion, and that, when all the world • 
•said that Credit is Capilnl, they w^ere such dolts as to inaintain 
that the same thing can be in two places at once ! ! • 

Turgot was the originator of the fallacy whiidi has cuiiscd so 
much miscliief. When he was at college, in 1749, and only 22 
years of age, he began to reflect on Law’s system of Paper 
Money, wdiich liad produced such a didghtful catastrophe id 
Prance, 20 years before, A letter he addressed to the Abbfi de ■ 
Oic6 * coidains an expresfiiorp^^ been the koy-uote of a 

y^.r Ic papier si^pUe o la monnai^. ^uvres. (U Tuvipt, Voh t^p, ai m'lj; 
Guillavimn. 
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fallacy which, taken up by J. B. Say, has been sedulously prbpa^ 
gafod by many >vrite;rs. 

fie s«iys “111 a word all Credit is a loan, and has an essential 
relation to its repayment” Here we sec tlie first statement of 
that gross confusion of ideas on the subject of Credit, wliich is 
so prevalent at the present lime, Prooeding writers had always 
seen that credit is a species of projierty which might be bought, 
and sold, and for that reason is called, Femnia^ Merx^ 
IT/idy/ta, in Iloman Law. But Turgot makes Credit to be fin 
opdmtiotu To say tliat Credit is trimafer^ is as gross a miscon- 
ception of the nature of the thing as to say that a guinea is the 
inuufer of a liook ! Turgot, rightly enough, says that e>'ei*y 
Credit implies a future re))aynjent. That is true : Credit meau.s 
the Right to a future payment Ami it is precisely because tlris 
Riglit is excliaugeable for some thing at a future period, that it has 
Value. Turg<)t’s remark, therefore, that every Credit implies a 
future jiayment, though true, luid nothing to do with the <pies- 
tion; because as long as Law txmlined himself to Credit his 
Rank was niagnilhaintly successiiil, as v^e liave shewn elsewhere.* 
It was not Ills system of Credit which produced the catastrophe, 
but his system of llvcKit Moixkt, whicli was not laHleemablo in 
money. Law perfeelly svcll understood the limits of Credit. ; but 
he tried to devise a system of Paiusu SIonky, over and above 
Paper Ckeoit ; and it was the system of Paper Money which 
produced the catastrophe, as we have shewn N-^ery fiilly in the 
article just referred to. Hence we see that Turgot's remark 
though true, wholly misses the mark. 

On the SEnF-CoOTiunicTiox of J. I>. Say on *thc »si.tb.]E('t 
o/ Ckeoit, 

2. J. B. Say, following up the erroneous notion of Tnrgot, 
invented the phrase which so many unthinking wTiters have 
echoed from that day to this, that those who* consider Credit to 
bo Capital m«amtain that the thm(/ can be in two plm^es at 
onc^f ■ . ■ , 

' shall find that all this confusion has arisen from Say never 
having thought out garefully the fumlainental conceptions of 
the afcience, and his incredible self-contradiction on almo^^t every 

- ^ i Xfictionitri/ of foUtiml Economy^ Art danhing m France, § 4S6. 
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one. Say’s name stands so high in the subject, and his doctrine 
has -been cliorussed by such a niullitiide of writers, and the 
matter is in itselt* of such really transcamdaiit iruportance, that 
we are oompeUed to give some space to a thorough investiga- 
tion of his views. We must therefore inquire into his notions 
of Wealth, Value, Capital, and Credit. 

On J. B. Say’s j)i.;finition of WisAi/ni. 

3. It is very commonly vsupposed that Say was the first writer 
to introduce immaterial products into Economics. This however 
\ye have shewn to be at error, as Smith expressly enumerates 
the “ acquired and usefuJ abilities of the inhabitants ” as j>art of 
tlie Wealth of the Soei(>ty. We have shewn tiiat Smith admits 
Paper Oreilit to be Capital. Thus recognizing the existence of 
7yirce iSpecies of Wealth. Say does exactly the same, and he 
also enuinerates several other sj)ecie.s of Incor]>oreal Property. 

Say defines Wealth tliiis^ — Tli<i exclusive possession which, 
in the midst of a numerous society, clearly' distinguishes the 
property of each persoji, causes this sort of thing, to be the 
only one to whieli in common language the nann^ of Wkaltu i« 
given. . , , From this cir<3uiiistance not only those things 

which are capable of satisfying directly tlu‘. wants of man such 
as nature and society have made him, bnt the things whitdj can 
only satisfy tlumi indirectly by furnisliing the means of procur- 
ing that wliiid) serves directly, as money, Tnstktjmknts of 
Ckkdit ( Titraf^ lU the 

Again after s|)eakirig of tilings of Value such as tlie i?arth, 
metals, money, corn, stnfis, tfcc., he says^ — 'Vjf one giv;es also 
the name of Wfalui to the Funds, Commercial Paper, [efetfi 
de com.}tierce)y it is (jleai* &c.” 

Again ho says®— “ You see that Wealth docs not depend on 
the kind of the things, nor upon tlieir physical nature, buF on a 
moral (piality which each one calls their VAian^. Value alone 
transforms a thijig into Wealth, in the sense in which this word 
is synonymous with hiens or property. The Wealth which 
resides in any tiling, wh<^tl.ier it be land, a horse, or a Bill of 
Exchange, is proportional to its value./ When \ve speak of 
things being Wealth, vve do not speak of other qualities which 
they can have ; we only speak of their Value.” 

* /V. 1, Ch L a Tr(4U, }Jh U ch. 1, 3 Covir.^; Pt, 1; ' - 
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Tfiiis ^yo have plicAvn most conclusively that J. B. Say makes 
the j>rincij)le of Wealth to reside exclusively i?i Kxcluingeability, 
and lie expressly enumerates titres de and effets de 

commerce^ that is Negotiable l^iper, or Creilit, as Wealth. 

’f On Say’s Okfinitiox of Valub. 

4. We shall iin<l exactly the same incongruities in Say’s notion 
of y*alue, as has been the ruin of so much modern Eijonomics. 
Me over and over again sjiys that Value is sonu?thing external to 
an oliject for wliich it can be exchanged, and then he repeatedly 
8|)eaks of Value, without tlie least idea that these arc 

coutradiotory concojdions. 

To show this we can only quote a few passages out of many. 
Thus he says' — ‘"Tiic second circumstance to be remarked relat- 
ing to the value of 'things, is the impossibility to appreciate its 
absolute magiuttido. It is never anything but compamtioe. 
When I say tliat a houvse which I point out, is worth 50 thousand 
francs, I atlinu nothing hut that the value of tins house is equal 
to the sum of 50 thousand francs ; but wliat is the value of this 
sum? It is not a value existing by itself, and witliout a com- 
parison. Tlie value of a franc, of 50 thousand francs, is cornposeil 
of all the things which one can buy for these different sums. If 
one can, in giving them in exchange, have a greater quantity of 
corn, sugar, itc., they have greater value relatively to these other 
things; if one can have less, they have less value; because the 
value of a sum of money, like all other values, is measured by 
the quantity of things which one can get in exchange. 

‘‘The idea of value resembles the idea of distance. We 
cannot speak of the distance of an object, without making men- 
tion of another ol>ject trom which tlm first finds itself at a certain 
divStaiKje. In the same way, the idea of the Value of an object, 
always supposes a relation with tba value of something else.” 

Again in the same chapter — “ These same principles shew that 
gold, silver, aud money, are not sought for themselves, and are 
only of the value of what they can buy.” 

We need not ovorloi^l our pages with more quotations, ’'riiose 
are siifliciout to show that Say fully adinits that the Value of a 
thing IS what it will exchange for ; if it will exchange for more, 
y iy ’ 
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it has greater valtie ; if it will exchange for less, it has less value; 
aucHf it will exchange, for nothing, it has no value. 

Moreover, Say repeatedly ackiiowloclges that Value is a quality 
of the mind; and that it is the mind of mail only that confers 
Value. Thus, he says’— “Nevertheless, Value is piu^ely a 
Moral Quality^ and which appears to depend upon the fugitiva 
and changeable will of inen.^’ 

So also — “In order that a Value may be Wealth, this value 
must be recognized not by the possessor only, but by every other 
person.” 

Here Say admits that Value does not depend upon a single 
mind, but upon several. He goes too far in saying every one, as 
two minds are necessary «‘ind sufficient to eonstituto value. 

* So also he says * — “ Tlie Value which men give to things , . . 

It is always true that if men attach Value to a thing.” 

Now we have shewn in these passages that Say clearly admits 
that. Value is not an absolute quality of a tiling; that it is 
exterual to itself; that it is 4.he thing for wlii(*h it can be 
exchanged ; and that it originates in the mind of man. Now 
after all these admissions, what can be more contradictory or 
jibsur<l than to speak oi Intrinsic Value? 


On Say’s Definttiox o/Capjtal. 

5. We have now to lay before our readers the oxtraordinary 
self-contradictions of Say on the subject of ( -apital. 

First of all, Say says that Tmmxiterkd and Incorporeal 
QuantUks are no pa7*t of National Wealth: 

lie says’*— “The nature of Capitals, the nature of their 
functions shew us very important truths. One of tlvein: that 
Productive Capitals do not consist in tictitious and convehtibnal 
values (?), but only in real ^iid intrinsic (!) values, which their 
possessors judge convenient to devote to productioiK In fact 
one cannot buy productive services except with material ofejeots 
having an intrinsic (!) value. We cannot amass as Capital, atid 
transmit to another person anything btili values incorporated in 
material oly’ects.” 

^ Ccun, Condfkratinns * T^ait^i p. 67, ■ \/ 

ConrSy IH. ch, 1,0. 
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Agaia‘— From the nature of immaterial products, it follows 
that we cannot accumulate them, and that they do not serve, to 
augment the national capital. A nation in which there is found 
a crowd of musicians, of priests, of employes^ may be a nation 
very much amused, well tauglit, and admirably well administered, 
Ilut that is all. Its capital does not receive from the labours of 
these working men any direct increase, because their products 
are consumed immediately they are created.” 

We have shewn, at p. 266, how completely Say has demolished 
this hist argument. 

Again — “All transmissible capital is composed of material p 7 *o- 
ducts^ for nothing can puss from hand to hand but visible matter.” 

0. We have now to shew that Say says that Immaterial and 
Incorporeal Ga 2 ntal is part of National Wealth, 

He says * — “ Since it lias been proved that Immaterial Property, 
that talents, and acquired perspual qualities ibrman integral por- 
tion of social wealth.” « 

Again ^ — “We must include among Capitals many 
which have a Value although they are not material. The Practice 
of a Lawyer, ora Notary, the Goodwill of a shoj), the reputa- 
tion of a Sign, tlie Title of a periodical work, are incontestably 
wealth: we may sell them, and buy them, and make them the 
subject of a contract, and they are Caiutals, because they are 
the fruits of accumulated labour. A Lawyer by the wisdom of 
his advice, by his assiduity and other qualities, has made tlio 
public Gouceive a good opinion of his chambers; this good 
opinion gives him the right to larger fees ; this increase of profit 
is the revenue of a Cacital, called reputation: and this Capital 
is the fruit of tlie I^abour uud care which the lawyer has taken 
during many years.” 

in arnote to cue of the pjxssages previously cited, he says — 
‘tThere are Capitals which are not incorporated in material 
things; as the practice of anofcaiy, or a commorchil enterprise: 
bht -this portion of Capital h 2 i.yevy real Value.” 

/ Again— only immaterial Capitals which I knew of arc 
the Praotiee, the Gpody^^ill of a shop, a profession, of a news- 
paper; one can alienate, one can sell, a capital of this species.” * 

* ch ^ rkjinitionsyiit the Civlofike Tmitt. 

C<mr$./Co)m4i'T(Xtions ^ Cours^ 
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So again*— ‘‘Without a classification of things possessed 
embraces them all in making a valuation of the Wealth of a 
nation, a comniunity, a private person, we are never certain of 
making them com})lete. 

“Our property comprising our Wealth, whatever it is, com- 
prises onr natural qualities, as well as our social riches.’’ 

And after going through several desoriptions' of personal 
talents, he says — What I have said is sufficient, I think, to 
convince you that industrial faculties are l^roperty of the same 
kind as all others ; and it is only in regarding them as equal to 
all otliers that we obtain all the social advantnages attached to 
the Kiglit of Property. P^or the same reason this kind of 
pro[)erty althougli it is difficult to be expressoil in figure.^, forms 
neverthv-Iess part of the general wealth of a nation. A nation 
M^iere industrial eapaciti<^s arc more numerous and more eminent 
than elsewhere is a more wealthy nation.” 

We sim[>Iy lay before our readers the above extracts, contain- 
ing the most manifeat self ccy?tradict;ions ns to wliat is to be 
included under tlu! name and nature of Capital. 

When he comes to enumerate what things are Capital, ho 
say>* — “ This is why from the moment that tliis value resides in 
olyects employed in a productive operation I name it Capital, 
whatever be the objects in which it resides.” 

Again® — “These capital values may consist of the PuhUc 
ITunil’Sj Oomraerckd Paper^ cotfee berries, or any other iner- 
cluindize wliich he will sell,” 

Again*— “The rorm under which Ca|>ltal Value presents 
itself makes no difierence,” Thus wo see that under the titles of 
Wealth and Capital, Say expressly iuclucles Utres de creance^ and 
effeU de mrnmeree^ \vhicl» are Credit ; hence Say lias, as wo have 
already sliewn, distinctly said that Crkdit is Capital. 

Say’s Opinion on Instruaiisnts of CmmjT, 

After having shewn so distinctly that Say, in accordance 
with Smith and all previous waiters, enumerates Chx^d it under tW 
title of Capital, we may wonder how^ h(|. has proved that those 
who say so, say that the same thing caiHm in two places, at once; 

i iv. XV., a. 3 . * tW#, iV. 5* ’ : 

' lai. ' *Pnd.yp,hi5, 
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After bis extraordinary self-contradi(?tious on the subject of 
Capita], our readers may be? })rei)ared to find that it all proceeds 
IVom his own confusion of ideas. 

lie says ^ “ A bill on demand, or a bill of exchange, are obli- 
gations contracted to pay, or cause to be paid, a sum either at 
' another time, or in another place. 

‘^Tlie rigid attached to this order (although its value is not 
demandable at the time or the place where oueis) gi^e.s it never- 
theless M Pkksknt Valuj 2, more or less great. Thus a bill for 
100 francs, payable at Paris In two nionths, inay be negotiated 
or sold for the price of 09 Irarics; a bill lor a similar siini 
priyablo at Marseilles at I he same time, will be worlb at Paris 
perhaps 98 francs. 

“ Hence a bill of exchange by virtue of its future value, has a 
Pkksent Vat.uk, it <*an be employed instead of money in every 
species of jnircliase, so that the greater ]>art of the groat com- 
inercjiai transactions, are eftb<;ted by bills of exchange.” 

Again lie say s*'^ — “ Tliere is nevertheless an important obser- 
vation to make relating to the j*epresentative signs of money. 
It is that they are capable of rendering a service exactly similar 
to tlie nvoney tlu-y represent. If any one signs an obligation by 
which he binds liimsolf to deliver at a fixed period, a cloak made 
ih sneb a fasbion, this promise, although it is in some sort a 
sign, or pledge, of the possession of the cloak, cannot take its 
place : because a sheet of paper does not protect Irom cold, like 
a cloak : whilst the signs which represent money, can replace it 
completely, and render all the Kseuvices which it can. Tii fact the 
qualities which' make a bag of money serve us in exchanges, 
ca;u be found in a bill. These qualities you will remember 
are— 

First in the Value which it has. One can give a bill exactly 
the stime value as to a .sum of money ; in giving the bfarer the 
right to receive the sum, >so as to take away from him all doubt 
as to the payment ; it is thus that a bank note can circulate ten 
years in i>reserving a value of a thousand francs without being 
paidj only because one believes that he will be, the moment he 
pteases.” # 

Now having laid before our readers these explicit declarations 
that a bill, which is Credit, may perform all the functions of 

: ' » TriuU, //4. 1, cA. 30. « Vi. Ul\ hk\ 3, cA, 27. 
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money we will quote the passage which has been the foundation 
of so much misconception. 

He says * It is sometimes thought that Credit multiplier 
Capital. This error which iwS foimd fi'eqnently reproduced in a 
crowd of works, of which some arc written professedly/on 
Politi(?al Economy, vsuppoaea an ahsoUito igtiorance of 'the Uaturo 
and functions of Capitals, A capital is always a x)ery real 
value^ fixed in a matter (//) ; because immaterial products are 
not suscej^tible of accimwlation (f) and a material product 
cannot be hi two places at once, and serve two persons at the 
same time (//). The constructions, the machines, the provisions, 
the merchandize wdiicli compose my Ciqiital, may he the amount 
of the values I have borrowed ; in this case, I carry on my 
industry witJi a capital vvhi(?h does not belong to me, and Vvhich 
I hiio ; but certainly the capital which I employ is not employed 
by anothei’. He wdm lends it to me is debari’cd from the powder 
of working it elsoAvliere. A hundred persons can merit the same 
confidence •as me ; but tliis Credit, this confidence merited does 
not multiply the sum of dis})Osable capitals ; it only causes less 
capital to be kept without use.’’ 

Tluj utter confusion of ideas is here manifest; Say in this 
passage evidently considers the Credit to be the thiny le^iL 
Whereas the Credit is"* the tiire de ireance, which is created to 
’‘transfer the tiling. 

He also says* — ‘‘The manufacturer who buys on credit raw 
matoi’ials, borrows from the seller the value of this merchandize 
for the time of the Credit which he gives him: and thi« value 
\vhich he lends him is furnished in merchandise, which are nm- 
terial values. 

“ Hence if one can only borrow and lend Capital in materiai 
objects (!) what becomes of this maxim that Credit multiplies 
Capital??? My Credit can cause me to dispose of a niaterial 
value which a capitalist has placed in reserve; but if he lends 
it to me, be remains deprived of it ; ho cannot lend it to another 
person at the same time; the manufacturer who vises tins Vi^luo, 
wdio consumes it, to accomplish a productive operatib^proveht^ 
auothei* manufacturer employing it in hiij^owD.’- 
The .ruiscoiiception on Avhich the whole of this passage. j» 
founded is plaiii, and Say’s selLcoutradictiohs oii 
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capital are also plain. lie says in the passages last quoted, that 
Capital is always a very real value fixed in a matter ! Wliy, he 
himself has told us that there is Incorporeal Capital not fixed In 
any matter whatever, such as Copyright, &c. lie then says tluit 
ImBiaterial products are not susceptible of accumulation ! 
^What! cannot a man be possessed of £100,000 of Funded 
property ? and of the Copyrights of Books, and of a number of 
Bills of Exchange? He then says that a material product 
cannot be in two places at once. But who said it could — except 
Sir Boyle lioche, the famous Hibernian, — and even he limited 
this power to birds? Neither, however, can an immaterial 
product be in two places at once, that tve are aware of; so that 
it makes not much difference as to its being in two places at 
once, whetlier the product is matei'ial or immaterial. He says 
that material merchandise lent cannot st?rvo two perso]is at once- 
No one says it could ; but that has nothing to do with the 
question. Because it is not tlm merchandise which is the Credit, 
but tlie DedC created in exchange for the merchandise, which .is 
valuable pro{)erty in i tself, and may be used to buy other * 
articles, and therefore is productive capital, or else it may be 
discounted by a banker, and the proceeds used in the same 
manner. 

Now when it is clearly understood that the Credit is the Debt, 
or Right, created which is recorded on paper, Say himself Ksay;s 
it is Capital. 11(3 says ’ — “ Every private jierson can sign an or- 
dinary bill, and give it in payriicnt of merchandise, provided 
thatjtlie seller consents to receive it as if it were money. This 
seller. in liis turn if he is the buyer of other merchandise, can 
give the same bill in payment. The se(?ond acquirer can pass * 
it to a third with the same object. Thf re is an obligation wduch 
circulates: it serves him who wishes to sell; it serves him who 
AVishes to buy : it fills the office of a sum of money. 

‘rThevalue of a sign depends on the value of the thing signified : 
but in order that this value may be exactly as great as that of 
the thing of which it is the pledge, the payment of the bill must 
fiotr^^only* be certain, but demandable on the instant. . . . 

‘^ If bills of credit could replace completely nietaliic money, it 
. is; evident that a baul: of circulation veritably augments the sum 
Ctf in this case the metallic wealth be 

. ^ Courey Pt. IIL,ch,l^. 



616 PRINCIPLES OF ECONOMICS. [Chap. VIll. 

coming superfluous as an agent of circulation, ari<V nevertheless 
preserving its own value, becomes disposable, and can serve 
other purposes. But how does this substitution take place? 
What are its limits ? What classes of society make their profit, 
of the interest of the nexo funds added to the Uapital 
nation ? ' 

According as a bank issues its notes, and the public consoiits 
to receive them on the same footifjg as metallic money, the aum- 
1 ) 01 * of monetary units increases ...... 

We must not, Ijoweviu*, think that the value withdrawn from 
the sum of money, and tuWed to the sum of capitiil-merchjindi/.e, 
CMjiials the sam of notes issued. These only r(3present money, 
when they ean always be paid on deman'l ; and for that, the bank 
is obliged to keof) in its cotfers, ami consequently to withdraw 
from circiihition, a certain sum of money. If, suppose, it i.s:;jueH 
100 millioius of notes, it will withdraAV, ]>erhaps, 40 millions in 
specie, which it will |>ut. in reserve, to meet the payments which 
may be demanded of il.. 'riierefore if it ad<ls to the qiiatitity 
of money in circulation 100 miUions, and if it withdraws 40 
niillions from circulation, it is as if it added only 00. 

We now wish to learn what class of society enjoys the use 
of this Nkw Capital,” 

Say then goes on to explain how this Cap Ual is em- 
ployed, and who reaps the j>rofit of it. 

We need say no more upon this wem*y sulqect. 'fhe wliole 
inisconce|)tioii is now cleared up; and we have shewn most 
clearly that Say (‘xpressly declares the Bank Notes, whiuii are 
Credit, to be Capital. 

On the SelfcontTadidion of Mr. J. S. Mill on the subject 
of Credit, 

t. ■ * ■ 

8. Turgot was the writer, as we have shown above, who 
started the erroneous notion that Credit is the trmisfer of sorne- 
thing; and .]. If Say oxteiiiled the error by saying that Credit 
could not be Caj>i till, becauvse the same thing cannot be in -two 
places at once. These two sentencjes have been repeated by a 
mullitudt;* of unthinking writers in France and England from! 
that day to tliis. number of writers vvho Imve rddt^rated 
these absurdities is so great that we have no room to notice ihemi 
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especially an we have shewn the misconceptions and selfrcontm* 
dictions of Turgot and Say who were the sources of the error. 
We can only notice Mr. J. S. Mill who has joined in the sneer, 
and SCO whether he is more consistent with himself than Say. 

Let U8 first examine Mr. Mill’s definition of Wealth. Tie 
^ays‘ — ^‘Everything forms therefore a part of Wealth which 
lias a power of purchasing.” Again he says of Credit® — “ For 
crcilit though it is not productive power, is pim^Jiasmy poioer.’*^ 
‘‘The Credit which we are now called u])on to consider , a 
diikbict pnrchasirifipotcer^miAi^^^ of money.” 

Now, if everything is Wealth which has a power of [purchasing 
— and if Credit he purchasing power — why of course Credit is 
Wealth ! That is a Syllogism from which there is no escape. 

Thus we have shewn tliat Credit is expressly included under 
Mr, Mill’s definition of Avealth ; wo liave already shewn in a 
|)revioTis cha|jter \ jVJr. Mill’s inconsistencies in his definition of 
Wealth. 

liOt us now turn to Mr. Mill's definition of Capital. Jle 
says* — “Capital, by i^eysons wholly unused to reflect on the 
subject, is supjiosed to l)e synorj yinouS with money. To expose 
tliis misap|)rehension, would be to repeat what lias h(*eii said in 
the introductory chapter. Money is no jnore synonymous with 
capital than it is with Avealth. Money cannot in itself perl'orin. 
any part of the oifice of ca]»ital, since it can allbrd no assistance 
to production. To do this it must be exchanged for other things ; 
and anytkinif irthich is susccptlMe of tmny exvluinged for other 
things^ is cajKihle of contrihutin<j to production in the same 
degree?'' 

Noav, deferring for the present enquiring what the meanijig of 
production is, we see that Mr. Mill says that money conduces to 
production by being exebangod for other things, and he say»s 
that .ANYTHING whicli may bc exchanged like money may 
conduce to [production in the same way. Noav if Bank Notes, 
and Bills of Exchange can be exchanged for oilier things they 
may be productive Capital in the same Avay that money is; by 
Mr. Mill’s own admission. 

. Thus we see that Mr. Mill has already, by iraplicationj 
^admitted that Credit may be Capital. And this doctrine we shall 

* tHlimnary Mmnrks. * Ikyoh iii., ch. 2, ^ 3. 

8 -1 117* ^ Bk. rh, -i. 
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find he still more explicitly states when he speaks of credit itself, 
13; iii., c. xi., is headed, “ Of Credit, as a substitute for money*” 
Now, we observe that if one thing is to be a substitute for 
another, it must be of the same general nature. Not so high, or 
excellent in degree, perhaps, but still it must be of the same kind. 
Things of totally different natures cannot be substituted for each 
other. Tlius, for instance, if a man cannot get xxx ale, he may 
have to put up with swipes, as a Substitute. But a i)avr of shoes 
could Tiever bo a substitute for a glass of ale. If, therefore, credit 
is to be a substitute for money, it must be of the same general 
nature as money. Now money, as eVery one knows, is separate 
and independent exchangeable pro|)erty, and consequently, 
Credit must be so also. Money, if used in a certain way, is 
capital ; Credit must also he capable of being used as capital as 
well. If money, therefore, is capable of being productive cripital, 
Credit must be so likeviyse. , 

In B. iii., c. 11, § 5, he says, that a form ^^iti wliicli Credit/ is 
eraployeil as a substitute for currency is that of protnissory 
notes,” and also— The convenience of *this mode of (as it were) 
coining Credit,” In § 6, hq says, another mode of making 
Credit answer the purposes of money, by which, when carried 
for enough, money may be very completely superseded, coiiRists 
in making payments by cheques.” Here we see that he expressly 
calls the Promissory Note and the Cheque, the Credit. 

In the next chapter, xii., we shall sec that he expressly allows 
that these Instruments of Credit are independent exchangeable 
property, and valuable tlungs. Ho says, § 1 An order or 
note of handy or hill payable at sights for an ounce of gold, 
while the credit is unimpaired, is worth neither more nor less ^ 
than the gold itself and— But we have now found that there 
are other things, such as bank notes, bills of exchange, and 
cheques, which circulate as money, and perform all the functions 
of it.” Now here is an explicit declaration that Credit performs 
ALL the functions of money, and, therefore, as one of the functioTj| 
of money is to be productive Gapitalfii follows that Credit may 
also be productive Capital. 

In § 2 of the same chapter, he s{iys,that a man may make; 
purchases with money which he only expects to have; or 
only pretends to expect. He may obtain goods in return: fo^ bfo 
acceptance }>ay able at a future time, or on his note of hand, 
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on a simply ’book credit, that is, on a mere promise pay. All 
these purchases have exactly the same effect on price, as if they 
were made witli ready money. The amount of purchasing 
power vrhich a person can. exercise, is composed of all the money 
in. his possession, and duo to him, and of all iits Crkdit.” 

Ho creates a demmid for the article to the full amount of bis 
money and Credit taken together^ and raises the price propor- 
tionably to both.” In § 3, he says, : — ^‘Thc inclination of the 
mercantile public to increase their demand for commodities by 
making use of all or much of their credit as a purchasing power.” 
In §4: — “ The banker’s credit with the public at large, coined 
into notes, as bullion is coined into pieces of money to make it 
portable and divisible, is so mnth pnvchamig power super- 
ADDBD, in the hands of every successive holder, to that which 
he may derive from his owm credit. * * Credit, in short, has 
exactly the prirohasing po\t:>er with money; and, as money 
tells u][»on prices not simply in proportion to its amount, but to 
its (imount multiplied by the number of times it changes hands, 
so also does Credit; and Credit, transferable from hand to hand, 
is in that proportion more potent^ than Credit w^hich only per- 
forms one purcliase.” 

In § 5, he says : — Since, then, Credit in tha form of bank notes 
is a more potent instrument fop raising prices than book Credits — 
♦ ♦ If we consider the proportion which the utmost incroaso 
of bank notes in a period of speculation bears, I do not say to 
the whole mass of cnjdit in the country, but to the bills of 
exchange alone, the average amount of bills in existence at any 
one time is supposed considerably to exceed a hundred millions 
sterling. The Bank Note circulation of Great Britain and 
Ireland is less than thirty-five millions, and the increase in 
speculative periods, at most, two or three.” And, as a note to 
this 4 )assage, Mr. Mill gives a table of the bills supposed to be 
created in several years, tlie last of wdiich is 1839, when the bills 
Jiupposod to be created amounted to £528,493,842. In o. xiii., 
ho says After experience had shewm that pieces of paper of 
no intrinsic value, by merely bearing upon them the written 
: profession of being equivalent to a certain number of francs/ 
"^dollars, or pounds, could be made to circulate as such, and to 

the issuers which could have been 
coins whicli they purported to represent-r” 
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Now, from these extracjts from Mr, MilPs work/ our readers 
will clearly perceive that he expressly asserts, as j)ositively as i{ 
is possible that laiiguage can do, tluit Credit is indopendeiil, 
exchangeable properly, like any othcH*. That it is cumulative 
pro[>erty to moriey and commodities, and that it may be dealt w^tii 
precisely in the same manner as money, and 'may produce all the* 
ejects of money. Now, as this Credit is nothing but circulating 
debts, it follows clearly from Mr. Mill’s own admission, that 
DkjjtvS arc WEAm n, All tliis is in exact acconlance witli the 
doctrines laid down in the ))reccding sections of this treatise. 

In B. iii., c. xxii., he is ecpially explicit: — “ The 'same etfects 
which Avould thus ju’ise from the discovery of a treasure accom- 
pany the procA\ss .by wbicb bank notes, or any of the other 
substitutes for money, take the place of the [u’ceions metals.” — 

“ The value saved to the community by thus <]ispensing witli 
metallic money is a clear gain to those who provide the substi- 
tute. They have the use of 20 millions of cii dilating medium, 
which have cost tluun only the ex|)ense of an engraver’s plate. „ 
If they employ this accession to their fortunes as PUODUCTIVK 
CAIMTAL, the |)roduee of jtlie country is inerv^ased and the 
conuminity Ixmefited as much as by any other OAPPrAL of 
equal amount. ^ ^ When paper currency is su{>plied, as in 
our own country, by bankers and banking companies, the amount 
is almost wlioJly turited into PKODlJCiTVE CAPITAL * * 

A banker’s profession being tliat of a mimoy Jemler, his issue of 
NOTES is a simple extensiou of his ordinary occupation. He 
lends the amount to hirmers, manufacturers, or dealers, wdio 
employ it in their several businesses. So employed, it yields, 
like any other CAPITAL, wages of labor, and })rofits of stuck. 
The profit is shared beUveeri the banker, wdio receives interest, 
and a succession of borrowers, mostly for sljort periods, who, 
after paying the interest, gain a profit in addition, or a conveni- 
ence equivalent to profit. Tlie CAPITAL itself, in the long run, 
liocomes entirely wages, and, when replaced by the sale of th(f^ 
produce, becomes wMges again ; thus afibnling a perpetual fiind 
of the value of 20 millions for the maintenance of productive . 
labour, and increasing the animal produce of the country by all t 
that can be produced through means of a CAPITAL of that 
■ value,” 

In a note to Book iii., c, 11, § 1, he says— NoW Uii elfect 0^ 
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thivS latter character naturally attends some oxtensionvS of Credlty 
especially when taking‘p]ace in the of bank notes, or othen* 
instruments of excliange, llie additional bank notes are in 
ordinary course first issued to producers or dealers to be' em- 
ployed as CAPITAL.” 

^ Thus our readers Avill perceive, from the former extTact>s that 
we laid before them, that Mr. Mill expressly states that Credit 
is indep(MKleut, exchangeable property, whether embodied in 
the Yorins of Notes, Pills, Bank debts, or any other form, which 
was eapabhj. of performing all the functions of money, and there- 
fore, by implication, capable of being employed as (capital. But 
in the last preceding extracts he expressly calls bank notes — 
which are Credit- — I^uoductivk Cat’ital. 

We think we have shewn our readers as clearly as it can be 
done, that Mr. Mill asserts that Credit- is Oa})ital. And yet will 
they believe that he not only denies that Credit is Capital, but 
sneers lit the imbecility of those wlio think it is ! 

Ill B. iii,, c, xix., which we have already quoted from, the 
heailing of the chapter is, as w^e said — Of Credit, as a sub- 
stitat<3 f>r money,” — which clearly atlirms that Credit is cx- 
changeMlile }>roperty like money, ho sa*ys : — ‘‘ The functions of 
Credit have been a subject of as much niisiinderstanding, and 
as much confusion of ideas, as any single topic in Political 
Economy. 

As a specimen of the confused notions eiitertainod respecting 
the nature of* Credit, we may advert to tlu? exaggei’ated language 
so oilen used respecting its national importance. Credit has a 
great, l)ut not; as many people seem to suppose, a magical 
power; it cannot inakc something out of nothing. [Who said it 
could?] Jlow often is an exteMsion of Credit talked of as 
equivalent to a creation of CapUal, or as if Oredit actually 
were capital! ! I [Why! wdio has said more distinctly than 
Mr, Mill himself that Credit is Capilual? The very object of 
'"the wdiole of the preceding extr.acts is to shew that Credit is 
Capital!] It seems strange th,at there should be .any need to 
point out that tredit hehiff only the permission to tm the 
i cajyital of the means of production jcamiot bo 

■ increased by it^ If the borrower's means 

of .prpduction/ and of employing labour are increased by the 
^credit given him, the lenders are as much dimmished. The 
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same sum cannot bo used as capital, both by the owner and also 
by the person to whom it is lent, it cannot supply its full value 
as wages, tools, and materials, to two sets of labourers at once. 
It is true that the Capital which A has borrowed from B, and 
makes use of in his business, still forms part of the wealth pf 
B, for other purposes ; he can enter into engagements in reliance , 
on it, and can even borrow, when needful, an equivalent sum on 
tlie security of it ; so that, to a superficial eye, it might seem as 
if both B and A had the use of it at once. But the smaHest 
consideration will shew that when B has parted with his capital 
to A, the use of it as capital rests with A alone, and that B has 
no other service from it than in so far as his ultimate claim upon 
serves him to obtain another capital from a third person C. All 
capital (not his own) of- which any person has really the use, is 
and must be, so much subtracted from some one else. 

“ But though Credit is never anything more than a Tuansfisk 
of capital from hand to hand,^^ * 

Our readers cannot fail to see the astonislung confusion of 
ideas, on the subject of Credit, in tlio above extracts. In the 
first set, Mr. Mill secs clearly that Credit is the Promise to pay ^ 
which he over and over again says is hidependcnt, exchangeable 
property, of the value of money, which may be used in all 
respects like money, and perform all its functions. And there- 
fore, it may be Capital as well as money. 

Mr. Mill says that the Capital {i. c., tlie goods) which A has 
sold on credit to B, are so much siibstraided from his property, 
and' cannot be used by him as well as by B. But he wholly 
forgets that, in exchange for those goods, A receives B’s pro- 
mise to pay,” which is. a debt, and, in tact, is the Cuedjt. And 
this debt is oxchange,able property, with which he can cither 
purchase new goods to replace those he has sold to B, or he can 
sell it to his banker, and receive a bank Credit, -with which Im 
can purchase fresh goods, just the same as he .coul(f^ith 
money. - 

In the second extract Mr. Mill has changed his conception of 
Credit from being a Promise to pay, or a Debt, to its being the 
2Vamferpf Ca 2 nt(d! ! . 

Now, we ask— Is a Bank Note the a cominod% 

Is a guinea the sale of a book? Is a piece of independeiit ;^rb- 
porty tlie transfer of something else ? Is a table the ' 
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of a chair ? Is an independent quantity of any sort whatever 
an opemlion ? 

Mr. Mill informs us that Credit cannot make something out 
of nothing? Who said it could. Can a guinea make something 
outiof nothing? It is not Credit that makes something out of 
^nothing ; but it is Credit itself which is a valuable property, 
which is created out of nothing by the consent of the wills of 
persons, and which, by the reiterated acknowledgments of Say 
and 'Mill, is capal)le of performing all tl)e functions of money. 
Now, money becomes Capital, by tlieir own admission, by being 
exchanged for other things, or by circulating other things. 
Credit may be Capital in precisely the same wjjy. 

Moreover, we see liow completely Mr. Mill is in error 
when lie says that Credit is never anytlihig Tiiore than the 
transfer of Capital. It is wholly untrue that Credit is always 
created in exchange for commodities. As we have shewn in 
the preceding section, all profitable banking business consists in 
buying debts by tn*eating other debts. That is, Credit is created 
to purchase Credit, 

After this exposition, our readers will, ))erhaps, tliink that Mr. 
Mill is not exa(jtly the person to sneer at others for their confused 
notions about Credit, tliough his own work is a striking example 
of the misunderstanding and confusion of ideas which he says 
prevail upon the subject. And many may wonder, perhaps, at* 
a logician who is unable to perceive the dilferenco between an 
independent quantity and a sale of goods., 

• 9. We liope ^hat wo have now brought this weary controversy 
to an end lor over; and we may just say a few words by way 
of a summary. 

There is no method so effective for exterminating false con- 
ceptions, as bringing them into sharp and close contrast with 
true ones. We shall therefore place in array for summary exe- 
cution, the Mse notions of Credit .which have bewildered and 
misled writers. Tlius — 

Credit is not the transfer of a thing. 

Credit is not the thing lent. 

Credit is not money oiced. 

Credit is not a title to any specific goods. 

Credit is not a subtraction from other property. 
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These are the pestilent lilola foriy Avhich have infested tlio 
subject, and Avhich must be exterminated : they are the visionary 
spectres which vanish at the break of day. 

What Credit really is, is this — When goods or money are 
bought on Credit,” a contract, or Obligation, is created, confect- 
ing of a Ilifiht to Demand and a to Pay, In Roman Law* 
tile loan of money, or was a Sai.k in tlie solemn form 

of the ^6* et libmy and, as that distinguished jurist M. Ortolan 
says’, the Obligation was the Price of the money. So when a 
banker buys money from his oustomcr, the Credit created in his 
books is the Price of the money. It is the tfas OMiyalioms^ 
or liujht to Demhudy which, in Legal, Coniniorcial and Kfronomi- 
cal language, is called Credit. And when this Credit, or Right, 
is recorded on paper in the form of a Bank Note, or liill of 
Exchange, it may be liouglit and sold like any other chattel. 
Hence in Roman Law it was classed un<lc 3 r “ Itesy' Donumy^ 

“ Pecunia;' “ X/niJ/m,” « %3y/ia:” an d in Frenc-h Law 

under or C7iose:^^ and in English Law under Goods 

and OhattelSy^ And when this is dearly ninlerslood we have 
seen that both J, B. Say and Mr. Mill expressly declare that 
Ckkdit is Produotivk (i\iTrAL. The whole cause of the con- 
fusion in those two writers is jdain: \\\o. Idolon which misled 
^Sav was that cre<lit is the thmy lent: a mistake ho had no riglit 
to make; for Crvdit is synonymous with Oriance in French: 
the Idolon wliich has misled Mr, Mill is that Credit is the 
transfer of a thing i a mistake which he had no right to 
make; because he lias saiil over and over again that Credit 
is parchasinf/ powery and Bank Nptes and Bills of Exchange 
are forms of Credit. Now ‘‘purchasing power” and Bills 
ami Notes are certainly not the transfer of a thing. Hence, 
when these false notions, or Idokiy are expelled, and the 
true notion, or the Ideay distinctly grasped, all obscvirity 
is removed from the subject; and by the unanimous consent of 
all writers, and by none nioVe so than by Say and Mr. Mill, it is 
clearly seen that Credit is Productive Capital. The real prac^ 
tical problems are to determine wdiat are its true limits^ and 
what is the true method oi coutrolllny it. 

So also a Debt is not Money owee?, as Peacock and many 
others snpposi; ; it is the abstract personal Duty to Pay hiouey. 
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This is most clearly set forth in the Pandects' — ^^The essence 
of an obligation is not that it should cause any specilic thlnrf to 
be ours \ but that it .should bind .some pevHon to give ii.s some* 
thing.” And tlius the Duty to pay subsists quite irrespective 
of tjhe fact tliat tlie Debtor has> or not, any money to 
discliarge it. 

Every one knows the ridicule that was long showered on 
mathematicians for speaking of quantities less than nothing: 
and;il all arose from their not clearly explaining their moaning; 
or rather from their not having clear conceptions of the Theory 
of Signs. So in a similar way, it is the commonest expression 
pos.sible for a person who is in debt to say that lie is worse 
than nothings and it is very easily explained ; for it obviously 
means tliat he has no Right, but is under a Duty. 

It is a somewliat curious coincidence that the early Algebraists 
called Negative Roots, Jhiitlons / and it is a very common 
expression among writers to call Paper Crcdit,,/?c^//5/(>?G9 Capital. 
In l>otli cases N’vgative and Flctltions Quantities are sliewn to 
be R(^al Qu‘:intitle.s, but inverse or oppositci to I'^ositive Quantities, 
or Money. 

There c«ari bo no more apt or appro jiriate (expression than to 
call Cix^lit, Negative Caj/ital, Fur we have sliewn that the true 
delinition of Ca|»i{.al is any Economic (Juantity used for the 
purjK)S(^ of profit ; and Senior says that all Economists are agreed 
that whatever gives a profit is Capital, 

Now a man may trade with his IMoney (//yyMiis Credit: his 
total purchasing power is all his ]\Ioney and all his Credit. 

If lie trades with Ids money, bo parts with a Right : if ho 
trades with bis Credit, lie creates a Right against himself, or ho 
incurs a Duty. 

The first. ])roceods of hi.s sjieeulatioii must therefore either 
JReplaec his lUgkty or Discharge liis .Dufy. 

Whatever remains al)ove that in either case is his Profit ; 
and .supposing that there* is a profit, the Money and (h*odit have 
been equally Capital to him, l)ecause tliey have equally given a 
Profit. 

But as all the expressions are reversed when Credit is msed 
instead of Money, it manifestly follows that if Money is Positive 
Capital, Credit is Negative Capital. 

‘ Diijrst, iliv., 7 ; 3, 
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10. Sir Charles Lyell says in one of his work.s that when a 
stranojo ]:>roposit‘n>n is p’lhlished, the woihl first screams out 
it is iaise : it is then .sai<l to he contrary to religion: and 
iasily that every one hiu'w it airefuly. 

Wlieii, years said in a ii r'cer work that Credit is 

Caj.i?.a), tlieie wa- a - 1 mit ot ilerision hy maiiy writers in England 
tiid Eranc • : \Vh:tU‘l\ thonghi it rna'cssarv to enter into a lou'^ 
arguinenMo prove lo the Dons at <)xforrl that an Ecoiioinist is 
not necessarily an Atheist : and now we liave shewn clearly 
that every one know already that Credit is Capital. 



CHAPTER IX. 


Ox VALUE AS DEPEXDENT OX “QUAXTITY OF 
LABOUR” AND “COST OF PRODUCTIOX.” 

" On Value ae Dependent on Qit.vstitt or Labour. 

1. Althongli we li.nve no posUive proof of the foot, Ave have a 
very strong conviuliofj tliat ihe ])rin(*ipal oV>joct of Adam Smith 
in writing the U <>/’ Nations was to ovcM’throw tbo doctrine 
of tlie Physiocratcs that Labour (otlier than agricultural) and 
ConmKTC<‘ do not enrich a nation. 

It is indcMsl sometimes supposed that Smith was tlie father of 
Political K(,*onoiny and of l^'reo Tra<le. Vr\\ tiie narrative given 
ill the prec.t'ding ])art of tliis work, shuvvs that such i<lcas only 
proceed from most inaecnrate knowledge. The fact is that in 
Political .K<‘onoiny, as in tlu? e:nly stage.s of nearly every other 
science, England was far in arroar of Erance and Italy. It is 
said tlijit while Prolessor at Glasgow, Snihli advocated Free 
Trade doctrines. It is very |)rohal)le that, lie did so ; Init as liis 
lectures were never juiblished, his opinions could only liave heon 
known to a very small iiumhcr of persons, and certainly he j>n> 
duced no effect on the puhlic, Avhile there. Idic iact is that at 
this period tlie minds of the most enlightened [ku'soiis in France, 
Spain, Italy, and Kngland wore strongly interested in Economic 
subjects, and tliere was a general reaction throughout Europe 
against llie detestable system of commercial restrictions whiidi 
at that period weighed dowai the energies of every nation. The 
cloctriifes of the Physiocrates demanding absolute Free? Trade 
as one of the fimdamental rights of mankind were pnbli.shed in 
1756, twent y years before the II co/zA of N^af lons; Genovesi and 
Vevri in Italy, and Campomanes in Si)ain, w’ore etpmlly ardent 
Free Trailers. Turgot, the great Free Trader, was appointed 
Minister in 1774, and ho\v could all these owe anything to the 
Wealth of If'atlons^ Avhich was not published till 1776 ? In 
176^^, a chair of Political Economy, tlie third in Europe, was 
founded in the Palatine School of Milan, for B>KCCxmA, who was 

2 s 3 
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celebrated througlioiit Europe for liis work on Crimes and 
PunishmeJitSy and who had been led by bis friend VeiTi, to take 
an interest in Eeononjics, and liad publishe<1 an excellent parn- 
plilet on tlui bad stale of 1 he Milanese money. Beccaria delivered 
a course of lectures on Political Economy in 1700; but finding 
that his Free Trade doctrines were likely to create a very strong 
opposition, his constitutional timidity prevailed, and he refrained 
from publislnng them, lie hinuself said that he was willing to 
be the apostle of humanity, but not its martyr. ITence his name 
is comparatively little known in connection with the subject. 
But tliere can be no doubt thatif Beccaria liad ha^ the courage 
to complete and }>ublish his work, lie would have enjoyed the 
re|)Ulation Avhicli subsequently aecriicd to Smith. Beccaria was 
endowed with a great, a i>iercing, and a generous mind, but it 
was vastly less beneficial to the human race than it might liavc 
been, because it was overshadowed by a most pusillanimous soul. 
He was deficient in the very first requisite of a soieutific mind, 
namely the moral coin age to brave liostility. llci was not one of 
those magnnniiuoiis spirits for wliom the liighest order in the 
ranks of Fame is reserved, who will do battle for wliat they 
know to be truth, in dc^spite of the opposition of the vulgar of 
every rank, 

Ccrio <la ( 01% cli’ alto dcslin non s<*clso 
Soil riiuprcHc inaguauinui iirglette: 

Ma le Ix'lP aliiic allc beH’ opre oletlc 
Hanno *iioir ucllo faliclic ccci l^c: 

No biasuio popolar, thile catena, 

Spino (rcuiore in suo cairuiiiii nvtirensi, 
which means someihingof tJiis sort — 

True : jumy men with feeble hearts onclow'cd 
Jh-rore a noljle enlerprise rettoil ; 

But ifoat souls called to do iiie work of God 
Know for itself to love tlie lofty toil.; 

Nor can the vulgar cry, a feeble cliain, 

Tile lujblc spirit in its course, restrain. 

Ili.s coward i(a‘ r.i* spirit greatly lost him the esteem of Verri. 
Finding that the sentiments ex]»resse<l in his lectures gave 
oflence, lie stiqupcii, and left tUem unfinished, and lie never 
pubiii^hed tlican. They first saw the light in 1804, in Ciistodi’s 
collection of the Italian Economists. And thus he deservedly 
missed the.iVmie .vldch ivould otherwise have been his legitimate 
due. 
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Adam Smith, in reality and in truth, then, was tin* foiindcT 
neither of IVlitical Economy nor of Free Trade ; but hc} was 
tlie founder of the Sk(JOni> School of Economists. While 
adopting the doctrines of the PIvysiocrates regarding Free 
Trade, he allowcjd the first j)art of his work to be tinged too 
mudli with tlieir ideas of the nature of Wealth. But the main 
purpose of the construc.tlve part of his l>ook is to dianonstrato 
that Labour and Cominoreo^aro productive of Wo'altli. 

But like many other scientific reat^tions, the doctrine went 
from one extreanc to another: from its l)eing indd tliat Labour 
is not pi-oductive of Wealth, it came to be held that Labour is 
the cause of Wealth, and of ail Value: and that tlie Value of 
every thing depends exclusively on tlic ‘‘ quantity of la.l)our ” in 
producing it. 

This doctrine is very prominently brought forward in 
Book T., ch. 5, from whieli we have already quoted largely,' aiid 
not to repeiit the same thing twice over, we must beg our 
readers to reder to tlm passages cited. We have shewn into 
what utter contusion he has thrown the wliole sulqect. But 
atlorwards he savs that unless a thing is excliaugcable it is not 
Wealtli : doctrines, as wc have already shewn, which are quito 
incongruous. 

He has involved himself in inextricable perplexity by adopting 
//WO distinct measures of value. First, the quantity of labor 
bestowed upon producing an article ; secondly, the quantity of 
things it will exchange for. Ricardo clearly perceived this 
inconsistency, and justly censured him for it ; “ — Adam Smith 
who so accurately defined the origimil source of oxcluuigeabh* 
value, and who was bound in consistency to maiiitain that all 
• things became more or less valuable in proportion as more or 
less labor was bestowed upon their production, lias himself 
erected another standard measure of value, ami speaks of tilings 
being ‘more or loss valuable in proportion as they will excliange 
for more or less of this standard nieasuro. Sometimes ho speaks 
of corn, at other times of labor, as a standard measure, not the 
quantity of labor bestowed oji tlie production of any object, 
but the quantity which it can command in the market, as if 
these two were equivfdeut expressions, and as if because a man’s 
labor had become doubly efiicient, atid be could, iherefore 
J An/fr ch. V,, i : On a Stamhrd of Val*j.c * Pnndplcs. i>, .V 
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produce twice the qnautityof a commodity, he \vould necessarily 
receive twice the ionrier qiiaiility in e^ichange for it. If this, 
indeed, wore true, if the reward of the laborer were ahvays in 
proportion to w-J\a.t he [>i'odncod, tlio quantity ol labor best'>>ved 
on a commodity, ami the quantity of labor w'lfieh (hat cominodity 
W'oulf] j)m*cliase, would be equal, and either might JUiCiif.’^tely 
measure the variation of oilier things; but tlu^y arc not eciuaf, 
the iirst is under many cirtuunstances an invariable standard, 
imlieating correctly the variation of other things; the latter is 
subject to as many lluctuations as the commodities conqMired 
with it.” 

liicardo, liowover, admits that this rule is noJi^apidicahle to 
all commodities. Tims, lu‘ says, — There are some commodities, 
the value (d' wliicdi is dotormined liy their scarcity alone. No 
labor can increase the <|iiantily of such goods, and liua-eforc 
their value c.aniud he, lowered by an increased supply. Sumo 
rare statues and pictures, sc^arce books and coins, wines of a 
peculiar quality, which can he made only iVoin grapes grown on 
a particular soil, ol' wdiich there is a very limileil quantity, are 
all of tliis desc ription. Their value is wholly indej^endent of 
the quantity of laboi* originally necessary to produce them, and 
varies wdth the varying w ealth and inclinations of those W'ho are 
desirous to ]>ossess them, 

“These com modi ti.s, liowever, form a very small part of the 
mas.s of cojninodities daily exclnuiged in the market. By far 
the greatest ])art of tiji sc goods w Inch are the ohjc c-ts of desire, 
are produced liy labor, and they may bc^ multiplied not in one 
country alone?, but in many, almost w ithout any assignrdile limit, 
if we arc disposed to bc.stow^ the labor noeessary to obtain theui, 

“In speaking, then, • commodities, of their exchangeable 
value, and of llu? laws whicli regulate their relative })rices, wo 
riieaii always ^Vfch comritoditk^ onhj^ as mn he increased in 
quantity hy the exertion of human indvstry^ and on the jjro- 
dueilon, of which coynpttltion operates witkoat restraint^ 

To this we refdy that the exclusion of the classes of articles, 
whicli are not the suhi(‘ct of imlimited production and oompe- 
tltion, from tlie terms of a general rule, cannot for a moment bo 
permitted by any one who undcrstamls the nature of Inductive 
l*liiloso|)))y. To limit the soieiititic rules of Economics to cer- 
tain classes of cases alone, is just as erroneous as to liniit the 
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science of Astronomy to certain phenomena, which can be ac- 
counted for only by some particular liyj/oihesis, such "as the 
Plolcniaio ; or to limit the sciencjo of Optics to those phenomena 
alone, which can be acconnled lor on the (‘orpiisenlar theory of 
light; ami so on of other cases. Ihit smvh ideas cannot l>e tole- 
rated at the pit'fecnt day. How earnestly dot^s JJacon over and 
over again incnlcate that the negative cases are more powerful 
than the positive ones, and to take he<‘d that we verify our gene- 
ral miles, by applying them to all cases, lest peradventure tlie 
little Dua id he forgotten. Never was there a more bohl defiance 
and contravention of all the well establislied laws of modern 
science than^iiicardo’s idea. Hut it must be inexorably rejected. 
Nothing l(‘.ss will >satisly the re<iuiremcnts of science, tlian an 
expression which includes all cases without any exception. 

Ibit; Ricardo has added to the confusion l>y using two exju’cs- 
sions as if they were identical ‘‘quantity of labour” and “cost 
of ))roduction.” Now they are in reality very rlifferent, as wo 
shall show furlher on; and at present we coniine ourselves to 
the consideration of tlic doctrine that Value d(q>cnds upon 
“ quantity of labour.” 

Ricardo says' — ‘Mf the quantity of labour roali/od in com- 
modities rcgulalo their exchangeable value, every increase of tlio 
quantity of labour must augment tlie value of that commodity 
on which it is exorcised, as every diminution must lower it.” 

Ricardo calls tlie quantity of labour required to iiroduco a 
comiiKKlity its “absolute value,” and says that if any commodity 
could always bo ]>roduced with the same quantity of labour it 
would be an invariable stamlard of value, lie says,- — “The 
labour of a million of mon in inanu Pictures will always produce 
the same value.” Ami he maintains that natural agents sucli as 
the sun, the air, — “ though they add groally to value in use, neve r 

add exchangeable A\aluc as they perform their 

worfc gratuitously, as nothing is paid for the use of air, of heat, 
and of Avater, the assistance Avhich tlicy afford us u<ids nothing 
to value in exchange.” 

Ricardo hoAA^evor divides commodities capable of indefmito 
increase into tAvo classes, those Avhicli can be increased 
to any amount by an expenditure of an e(pifil quantity of labour, 
such as most manufacturers: secondly^ those in AN'hich every 

1 .Pnutnjyies, p. 4. * Prmri.pl(fi. c.h, xx. 
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iiK^reased quantity is ])roduce(l by an increased quantity of 
labour, sucli as coni ; in the first of tliese classes ho says that 
tlieir value is detennined by the quantity of labour eiiqdovod in 
producing them, and in the second class by the quantity of 
labour oniployed in pr(nlucing llio last (juantity recjuired, 

2. Wo have now to sec to wliat extravagant absurdity these’ 
doctrines ]<^d. 

Do Quincoy undertook to expound the llicardian Economics* 
in some dialogues. One of the interlocutors asks X.Y.Z , w^ho 
re|>resents De Quincoy, — if there is any one |>rinciple in Political 
Economy from which all the rest can be deduced; To wliich 
X, ivjdies : — 

There is I^luedrus : such a principle exists in the doctrine of 
Value — truly ex[)lained. Tlic question from which all Poltlical 
Economy w ill be found to move — the question to which all its 
difUculties will be found reducible is this: V/hat the tjround 
of ej'vharifjeahle Valife '/ My hat, for example, bears the same 
value MS your umbrella; double tlic value of my shoes; four 
time.s the value of my gloves; one twentieth of the value of this 
watch. Of these several relations of Value wdiat is the sufileient 
cause? If they wavo capricious, no such science as that of 
Political Economy could exist: not being capricious, tlu‘y must 
liavc an assignable cause : this cause, wbat is it? 

IVuf(L: Ay, what is it? 

X. It is this PhaHlrus; and the entire merit of the discovery 
belongs to ]\Ir. Kicardo. It is this : and listen u ith your whole 
understanding : the ground of oil thingsi lies in the giumtitij 
(but mark well that work quantity ”) of htbour lohkh imHhwes 
theuL, Here is tlmt gi'eat principle wdiich is the corner-stone of 
all tenable Political Economy; whicb. granted or denied, all 

Political Economy stands or tails 

Mr. Kiciirdo’s doctrine is that A and B are to each other in value 
as the fjvmitUy oi: labour is whicb produces A to the quantity 
which produces ; or, to express it in the very shortest formula 
by substituting the term base, as synonymous wdtli the term 
producing labour, all things arc to each other in value as their 
bases are in gnantUy, This is the Kicardian law : you allege 
that it w’^as already the law of Adam fciiiiith ; and in some sense 

‘ Tht Tcmiilur's IHahujiies on roUtical Economy, 
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you ure right ; for such a law is certainly to be foiiiKl in the 
“Wealth of Nations.” But, if it is e^rplicitly aftlnued iii tljat 
work, it is also implicitly <lenied : formally assorted, it is vii-limlly 
withdiawii.” 

Now we mark here the usual progress of evil doctrine. 
Ricardo began by expressly liniiting his doctrines to ctalain 
classes of (tonunorlilics. This liniitatioii is <p\ite nnscicntilic 
and untenable ; but De Quincey asserts that this law is a]>pli- 
cablo to aU coiiirnoditicfS, without any liniitatioii whatever. 
Accordingly he inaintains that if a hat sells for 18s. it ivS 
because tlui saiue quantity of labour is required to produce the 
liat as the silver. 

X. or De Quincey, thou says — “ I nllinn tliat when the 
labourer o])tains a large quantity of corn, for instance, it so far 
from being any fair inference that wages are then at a high real 
value, tliat in all i»rol)ability they ai*c at a very low real value, 
and inversely I atlinn, that when wages are at tlieir very highest 
real value, the labourer will olitain the very smallest quantity of 
corn. And quitting ^^•age8 altogether (because sucli an illustration 
would drive me into too inueli anticipation) I aflinn nniversally of 
Y (that is of any assignable thing whatsoever) that it shall become 
more valuable ad Infitiit-mn, and yet by possibility exchange for 
less ad injhuMfn of Z. (/. e., of any other assignable tiling ( ! ! ) 

. . But what is it that I assert? AVhy, that there is no 

connection at all of any kind, direct or inverse, between the 
qi-antitv commanded, and the value commanding (!)..! 
should again be introdueiug the notion of a connection between 
tlie quantity obtained and the value obtaining, which it is the 
pur])Ose of niy whole argument to exterminate. For my thesis 
is, that no such connection subsists between the two as warrants 
any inforeiice that the real value is greats because the quantity it 
buys is great, or small, because the quantity it buys is small; or 
recjjirocally, that, because the real value is great or small, there- 
fore the quantities benefit shall be great or sniall.”( ! ) 

Tlien he says — “ Wages arc at a liigh real value wlien it re- 
quires much labour to produce wages ; and at a low real value, 
when it requires little labour to produce wages; and it is per- 
fectly consistent with high real value — tliat the labourer should 
be almost starving ; and perfectly consistent with the low real 
value — that the labourer should be living in great ease and com- 
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fort. Meantime, I presume that in your use, and 

in everybody’s use of the word value, a higli vnluo ought to pur- 
chase a high value, and tliat it will be very absurd if it sliould 
not, Rut as to purchasing a gr(*:it quayitlty^ that condition is 
surely not incliuled in any man’s hlea of value.” (! !) 

Wc have already quoted the doctrine of McCulloch, who 
affirms that nothiug given by nature can have any value ; and he 
also joins with Kicardo in condemning* — “ Say, who contends 
that natural agents, by contributing materially to the production 
of niost sorts of commodities, not only add to the mass of uselhl 
and desirable products, but also to their value in exchange. This 
is a rundainental error, into which Say was led from his confound- 
ing utility and value.” 

We have so completely shewn the fallacy of the doctrine that 
Tiabour is the amm of Value * that we need not repeat the refuta- 
tion here. But wlien a large oak tree i>s evidently more valuable 
than the acorn, and fennented wine than new wine, what do our 
readers think was the answer of these E(a.)nomists ? Why that 
it was entirely due to Labour! Senior says* — “ Wo have 
alrcjuly observed tliat ninny re(a?nt writers have considered value 
as sf>iely dejicudcmt on labour. When pressed to explain how 
wine in a cellar, or an oak in its progress from a sapling to a 
tree, could on this principle, increase in value, tlicy replied that 
they considered the improvement of the wine and the growth 
of tlie tree as so much additional labour bestowerl nj»on encj» ! ! ” 
And McCull(»ch ex[)ressly maintains Mliat the fermentation of 
wdiie 01 - beer is labour ! Surely the very statement of such a 
doctrine must insure its condemnation by every sane man. 

3. The very sliglitcst consideration wdll shew the utter 
absurdity of the doctrine that all things exchange according to 
the “quantity of labour” bestowed in pi'oduciiig them. 

Nothing is more common in a coal mine* than for the different 
strata of coals to be of totally different qualilit\s. Some strata, 
perhaps, near the top maybe of excellent quality ; some lowx^r 
down of very infei-ior quality, mixe<l wdlh shale and other 
mlibisli ; now tlie (roals obtained from the latter seams may 
require a greater, or at all events, an equal “ quantity of labour” 

‘ jVo/e: 7, /o Ivh Efliiion oj" * Antf^ <jA. v., 5 7-1 B. 

» Pofrti^r.l Pentfomr/, V- 57, 4 j (f, JifJam Smith. 
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to obtain than the better coals do. But will they sell for an 
equal price? Coninion sense and experience show that they 
will not, but tliat the better qualities of coal will sell for a 
higher price than the inferior qu.ilities; no matter what the 
(Quantity of |>roducing labour is. 

'This single example is enough to dispel this transj^areiit 
fallacy ; and every reader can suggest to himself inuliitiides 
of analogous (tases. 

It is alleged that Lord Macaulay received £20,000 for the 
copyright of his llisloj-y of Englaiul — of course xvo have no 
knowledge whatever on the subject, but such was the ])Opular 
rumour, — now, 200 very line oak trees would sell for £20,000 
on the ground; also 1,000 cattle would s(‘ll for £20,000; and 
10,000 slieep would sell for the same sum : therefore, according 
to this d(»ctrine, tlie “quantity of labour” in Lord Macaulay 
wriiing bis history, was equal to the “ quantity of labour ” in 
the 200 0 !ik trees growing; was also o<jua] to the ‘‘quantity of 
labour” in 1,000 cattle growing ; and also equal to the “ quantity 
of labour’’ in 10,000 slieej) growing! 

S.iioly we have had enough of this Bedlamite rnbiush ; and 
it may be asked wliy do we load our [>ages with it? siinjdy for 
this iwason, that this idiotic stulf is the olllcial Political TScononiy 
in England at the present day ! This is xvhat the canditlates for 
the Civil Service of India are told to believe in, as the perfection 
of luiman wisdom, and which is still taught and reconimcnded 
in our Universities ! I Vro]i pador I 


On Value as dejxndent on Cost of PjfonucTiox. 

4. Ricardo, who adopted and developed Smitli’s idea tl^at 
value de|)eiids u])on“ quantity of labour,” uses another expression 
Avhicli he evidently considers as identical with it ; nanioly, “ cost 
of production,” and he maintains that “ cost of production” is 
the regtdator of value. The two expressions are widely 
dilfereut, tliough Ixicardo evidently thought them, and used 
them as, equivalent. Wo need only observe that wages 
constantly rise and fill for exactly the same quantity of 
labour ” : therefore “ cost of production” constantly varies, while 
“ quantity of labour ” remains the same. 

It is far more plausible to say that Value is regulated by 
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“ Cost of production ” than by quantity of labour/’ as we shall 
shew. We aj^prchcrid tliat no sane man in the present genera- 
tion Avill maintain that the growth of a tree, or an animal, is 
labour. The idea tliat. the A-alue of an ox is regulateil by the 

quantity of labour ” in it would be uuivcrsally scouted nowTa- 
days. But to say that the value of an ox depends upon “ cost 
of production ” is much more plausible, because oxen arc only 
fed and roared at a A'oiy consideral)le expense : the fields they 
graze in might yu*hl corn : and consequently the price of oxen 
must repay their cost with a profit, or else oxen camiot lie 
reared. 

So also no sane man now-a-days xvonld adopt McCulloch’s 
idea that the feruientntion of beer or wine, and the improvement 
of wine in a ceilarj is labour ; but as the growth of the wine is 
attended Avith great expense, and it must be kept several years 
before it is fit to drink, the interest on the Capital laid out on it 
will accuinnlate at compouml interest, and conse<iuently it may 
fairly be called the co.st of prodiiotioji” of the wine. And 
unless the price of the wine repa^’^s all that, tlu) wine could not 
be produced. 

Hence whilst avc hope that the expression ^Sjuautity of 
labour” is exterruiuated for OA'cr from tlic Science, “ cost of 
production ” remains as a perfectly intelligible expression. And 
the real question Avhich has to be examined is tliis, — Does ‘‘ Cost 
of [u'oductioTi ” reyuhne lu'icc ? niat is, does a change m the 
‘‘cost of ])roduclion” necessarily produce a change in price. 

W/iat Cost of I^roouc-tion ? 

5. But h(;rG Ave arc met at the very outset by a A’ery serious 
difficulty — WThatis “ Cost of production ? We find that writers 
difter most widely as to what is included in the term. Smith 
says that licnt, Wages, and IVolits are the Caus>] of all Value : 
these are what lie calls Natural Price. But afterAvards he 
contradicts liiinself and says that “ high or low Avages or profits 
are the caases of higli or low prices: high or low rent is the 
ejjeftt of it.” As Ave liave shewn in the next chapter, these con- 
tradictory assertions gave rise to an investigation of the Theory 
of Hent, and it is now clearly demonstrate<l that Rent is an 
efleH ol IVicc, and not a ; and that no reduction Avould 
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take place in the price of corn, allhougli lancllovcls sljould forego 
the wliole of tlieir rents: the rents would simply go into the 
pockets of the fanners, and the price of com would remain 
exactly the same. 

•.*Therc remain, therefore, Wages and Profits. Now Wages 
arc manifestly part of the “ cost of production.” But it has 
been keenly debated among EconomistH whetlior Pi'ofits should 
be liehl to be a part of “ cost of production.” Smith says that 
Profits are ])art oi natural price, because unless there is a certain 
amount of Profit, the article will not continue to be ])rodu(?o<l ; 
and Tticardo also includes Profits under cost of production.” 

Mr. jMill seems not to include Profits in ‘^cost of production.” 
He says,* — “Unless that value is suflicient to repay the cost 
of production and to alibrd besides, the ordinary expectation of 
profits, tlie commodity will not continue to be produced. 
And — “The cost of production, together with the ordinary 
I)roilt may, therefore, be called the necessary price or value of 
all things.” 

In the next section ho says — “ Profits, tlicrefove, as well as 
wages enter into cost of production, wdiich determines tlie value 
of the produce.” But by ])rofits in this sentenco ho means a 
diflerent thing from profits in the preceding sentence. When 
Smith and Ricardo say that profits arc part of “ natural price,” 
or of “ cost of production,” they mean the profits of the pro- 
ducer of the article. But in the last sentence (jiioted, Mr. Mill 
me.aiis the profits of persons who have contributed to preceding 
stag(NS of the article. After saying that besides wages, capital 
is necessary for production, ho says* — “ I’liis being the result of 
abstinence, tlie produce or its value, must be suflicient to remu- 
nerate, not only all the labour requiro<l, but the abstinence of all 
the persons by whom tbe remuneration of the different classcjs 
of* labourers ivas advanced. Tlie return .for abHUMCiico is Profit, 
and profit, wo have also seen, is not exclusively the surplus 
remaining to the capitalist after he has been compensated for 
his outlay, but forms in most cases, no unimportant ])art of tlie 
outlay itself. The flax spinner, part of whose expenses <,*onsists 
of the purchase of flax and of machinery, has had to pay in 
their price, not only the wages of the labour by which tlie flax 
was grown, and the machinery made, but tlio profits of the 

iii., ch. § 1. 2 O:,, ^ 4. 
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grower, the flax dresser, the miner, the iron founder, and tho 
machine maker. All these profits, togetlier with those of the 
spinner himself, were again advanced by the weaver, in the price 
of his materia], linen yai-n : and along with them the profits of 
a fresli set of macliine makers, and of the miners and iron- 
workers wlu> supplied them with tlieir metallic material. All 
those advamies form part of the cost of i>roduction of linen. 
Prolits, therefore, as well as wages, enter into the ta.)st of pi:o- 
duction which determinos the value of the produce.” 

While, therefore, Mr. Mill rightly includes tin? profits of the 
pi-cce<lijig |»roducers who have contributed to the ):>rodnction of 
tho linen yarn, under the term “ cost of production ” of tho 
linen, lu? does not include tlie profits of the producer of the 
linen itself under its cost of production. And in tliis we agree 
with him. Smith himst'lf clearly allows that profits are no part 
of prime cost, l^roduotion is the placing any (ptantity in a. laj- 
quircrl place, and, no doubt, unless there were jirolits anticipated, 
production would (?oase, Put (he cost of production moans the 
cost of actually jilaeing the article in tlie required place, and 
jirofits are no doubt the mducemeyit to produce, but not part of 
the oost of producing. It seems better to rc?Htrict the evprossioii 
cost of production ” to what mercantile men call prhne cost* 
Profits are the dlfierence between prime cost and market price. 


O/i Cost of Pjrooitction m ajfectinff Vai.ite. 

C, Ricardo says * — ‘‘It is the cost of production which must 
ultimately regulate the price of commodit/ies, and not as has 
often been said tlie iiroportion between the supply and the de- 
mainl ; the proportion between supply and ilemand may, indeed 
for a lime alFoct tho market value of a commodity, until it is 
supplied in greater or less abundance, according as the demand 
may be increased or diminished, but this effect will only be of 
temporary duration, . • . 

“ The opinion that the price of commodities depends solely on 
the proportion of supply to demand, or demand to supply, has 
become almost an axiom in Political Economy, and has been 
the source of mucli error in that science,” 

* Prindpfeii eh. 30. 
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lie then quotes tl)e doctrine of Say that supply and demand 
regulate prices at all times, but that cost of production is a limit 
below which they cfuinot remain any length of time, because 
production wouhl then be either entirely stoppetl or diminished, 
and Lord Lauderdale’s doctrine (given above), and he says — 
^‘This is true of inoriopolized coninioditics, and, indeed, of the 
market price o1 all other commodities fur a limited period. If 
the demand for hats should be doubled, the price would im- 
mediately rise, but the rise would only be temponiry; unless 
the cost of production oC liats, or their natural price, were raised. 
If the natural price of bread should fall uO per cent, from some 
great discovery in the science of agriculture, the demand would 
not greatly increase, for no man would desire more than would 
satisfy his wants, and as tlie demand would not increase, neither 
would the supply; for a commodity is not supplied men^ly 
because it can Ije produced, but because there is a demand for 
it. Here, then, we have a case where the supply and demand 
l»ave scarcely varied, or if they have increased, they have 
increased in the same jjroportion ; and yet the price of bread 
will have falhui oO per cent., at a time, too, when the value of 
money had continued invariable. 

Commodities which arc monopolized, either by an individual, 
or by a cotii])any, vary according to the law which Lord 
Lauderdale has laid down ; tiiey fall in proportion as sellers 
augment their qnanlity^, and rise in proportion to the eagerness 
of the buyers to purchase them, their price has no necessary 
connection with their natural value ; but the prices of com- 
modities which are subject to competition, and whose quantity 
may be increased in any moderate degree, will ultimately depend, 
not on the stfite of demand and supply, but on the increased or 
diminislied cost of their production.” 

Mr. J. S. Mill agrees in this doctrino. We liavo shewn above 
that he says that there is a law dilferent from supply and demand, 
which regulates the permanent or average values of tiie class of 
commoditios we are considering. And in agreement with 
Ricardo ho says, — “ It is, therefore, strictly correct to say, that 
the value of things which can be increased in quantity at 
pleasure, does not depend (except accidentally, and during the 
time necessary for production to adjust itself) upon demand 
and supply; on the contrary, demand and supply depend upon 
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H.” — ‘‘ To recapitulate, cloiiianfl ntifj supply govern tlie value of 
all tilings whicb cannot be infleiinitely iiuTeased ; except that, 
oven for theni, when produced by industry, there is a minimum 
value determined by cost of production. But in all tilings 
■ubicli admit of indefinite multiplication, demand and 
only determine the perturbations of value, during a period which 
cannot exceed the length of time necessary for altering the 
supi>ly.” 

Our renders \vill observe Mr. Mill’s reasoning, lie says that 
the value at any particular time is the result of su])]»ly and 
demand; the plain meaning of which is, that the value at all 
times is the result of su])j»ly and demand. And then lie goes to 
searcli for a law other than demand ami supply, which regulates 
their permanent value ! That is to say, their permanent value is 
regulated by a dilFerent law from that which regulates it at 
all times ! 

IMallhus, who ’was a good mathcinalician, naturally felt that 
Ricardo’s method of rf'asoning was inadmissible. lie sa}^s ‘ — 
“it has been shown that no change can take ]>laco in the market 
prices of commodities, Avithout some ]n*evjous change in tho 
relation of tlie demand to the supply ; and tlic question is, 
whether the same position is true in reference to natural |>rioes? 
This question must of course be determined l»y attending care- 
fully to tho nature of the change w-hich an alterati'in in the cost 
of ])rO(luction occasions in the state of tlie demand and the 
su]>ply, and |>articulaiiy to the specific an<l ininiediutcj cause by 
which the change of price Avluch takes place is elfected. 

“ We all allow, that when the cost of production diminishes, 
a fall of price is almost universally, the consequence; but what 
is it sp(:cifi(^ally, which forces down tho price of the commodity? 
It has been shoAvn in tho preceding section, that it is an actual 
or conti^igejit excess of sup|)]y. 

“ AVe all allow that Avheu the Cost of Production increases, 
tho prices of comnioditios rise. But what is it S])ecific,ally, 
■which forces «ip the price? It has been sliowm that it is an 
actual or contingent failure of supply, liemove th(,‘se actual or 
(.u>ntingent valuations of the supply; that is, let the exteut of 
the sup))ly remain exactly the same, without excess or failure, 
wi\ether the cost of j>roduction rises or falls ; and there is not 
* Prinripfu 7 / PoUiiml f,'Cf*nornij, p, 71 . 
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the dhjhtvM (/round f<yr supposhif/ thof, any variation of prlec 
v:ofdd take place, 

“ If for inf?triiice, all t,he commodities wliicli are produced in 
t.liis country, wholhor ai!:ricullurnl or m ami Pictured, c<>uld ]>c 
prod^uced tluring the nevt ten years without, labour, V>ui. cf>uld 
only be su]>i)lied <‘xactly iu the same quantities as tlicy vronld 

be ill the actual slate of things : then, siqiposiiio; the u ills aiul 

means of the purchasers to remain the same, lliei*o cannot be a 
doujit that; all prices would also nanain the sann-. ibit if this 

be allowed, it tollows iliat tin* relation nf the sup|dy to (ho 

demand is the ‘iomiiiant |>nn(a]»]if in determination of places, 
whether market, or natural, and that the* cost of ]‘roduction can 
<lo notliinix l)Ut in .suliordiiiation to it, that is Tinnajly as it eirccts 
tlie oi’dinary relation wliicIi tlie saj>[>ly bears to tln^ demamb 
It. is, howev(‘i-, not necess-.arv to resort, to imagi.nrirv cases, 
in oi-der to fortify this conclusion. Acttnal expeuence shews 
the princijde In the cleanrst light. 

llie well known instanci^ noli(*ed by Adam Smilli, of the 
in.sntfjcient ]iay of curates, notwitlistanding all the eiforts ol‘ the 
l(‘gislature to I'aise it, a striking proof is atfonhvl that the 
permanent price <.>f an article is determined by the demand and 
supply, and not by the cost of production, d’he real cost of the 
edtication, wouhl in this ease, !>e more lik(*ly to bo incr(*a;o.Ml 
tlian diminir hed by the subscription of bemhactors ; but a large 
part of it being paiil by benefai.U ors, and not l>y the indivifliials 
tliemselves, it does not regulate ami limit the .supjdy ; and this 
supply, on ;icc<»unt of such enconragenuait, hecoming and. 
continuing abundant, the price is naturally low, wh.aiirver may 
.be the real co>t of the education given. 

‘‘The cUccts of the jioor-rates in loA\ering the wagers rd' 
independent lalior, jiresenl another ]iracli(*.al insiance of the 
same kind. It is not iirohable liiat public money sbould bo more 
ecr.)nomically manag<^d tlum the income of individuals ; conse- 
qucMtiy th<^ cost of r(‘ariiig a family ca.nnot 1)0 .supj)osed to bo 
diminished by parish n.ssistauce; but a |>firt of the o\q)enses 
being borne liy the public, and applied more larg-ely to laborers 
with families than to single men, a fair and independent price of 
labor, ado'piafe to llie maiuteiiaiuaj of a certain family, is no 
longer a neces.sary c( mditiou of a sunicienl sup] >1 y. As by i iu‘ans 
»*)f parish rates so applied, ibis siqiply can bo obtained witliouf. 

‘2 T 
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Hixdi Avai»:o«, the real coHis of snpplyin^:^ labor no lopger regulate 
the ortliiiarv wages of iiulepeiideiit labor. 

Tji fact, in evciT kind of bounty uj>on production, the same 
eflccts nnisi lu'ccssarily take place; an<l just in proportion that 
such bounties (end to lower prices, they show that prices depend 
upon the sup|>ly conipare<l with the demand, and not upon the 
cost of j»roductiou.” 

ritn ing now juvsented to our reiulcrs the opinions of these 
various writers, we shall ende.avour to discover some }»-inciples 
which mav de<*i<h* tlie controversy, which is at the basis of the 
whole theory of Kt*onomi(‘aI Dynamics. 

The doctrine, tluMi, whose somj<lness we ;u*e going to investi- 
gate is this, that i\ivvt) are two classes of cas(‘s of \aUie, in the 
lii'.-i <>f wliici) CfhU of Projection. nf/nJnfrs Icthic, in the otlior 
the Co, 'it of the ImH- qunrdif// ruiscd reffidatCf^ the 

Valto' of the tcaole, 

]\v»w, fK^ibiv Wv^ inv<‘Stigat<.^ th.e trutlt of these laws, we shall 
lay rh>wn ceriaiu fundamental jjrinciples, drawn from the wliole 
amfogv oi’ Tliysical Si ieJice : — 

/. There ('i'nno! he niore than one f/rnjid \jemyr(d Theory of 

YiiliO:. 

J h. TUot if tvy\ or more., Theories of Vo/ne. vciU apparoitly 
ij.ccenint /or ony r/oss of plicnono no <f roloey or efutnyes oj 
roffn\ (/oft Tht^n'y only is t() he /tcld os the true on.e^ which 
ftrcotuds for \ia. (he pin novae. mi in- the Seienee., and not that 
si/nflr rtase if pJieyionn^na tolly, 

ir -nce it is quite clear tliat, if in aiiy particiiJar class of 
jjhcnoiijeua, We iiave several tlK‘ori<rs whic'n will apparently 
accoiml for them, we have, in order to dis(‘ov(‘r whicli is the 
truo law, ♦ady to 8U|>poso a change, in the, relation of the <)uan- 
til ie^, and l!u.n that tlu^oryonly whi(d) holds good for tlie allert'd 
]-el:iti<ai of the quantities, aial ;ieconnt.s for tlie change, is the 
triH' Law, and all others must bo laqectod. 

Tiiis is in cxjict C‘>ntbrmily Avith the drd Ajdiorism of the 
Xotonn. (jryannin.y .!>oe>k I. — ’^Quod in cronUin.plathme inslar 
c.aiisre est, i-i in oparatlone instar regnia' esL.” — “That which in 
Tlorvry is ilie in Prartlce is llie litdcT 

The n suit derived from these ju'inciples is this, that the LaAV 
accordirig to which. <r]iaiiges of value take place, is the Law of 
A^alue at all parti<?ujar times. 
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Now, as soon as tliosc indubitable principles are laid down, 
tlic ibiy is lost for RicaiNlo and bis followei-s ; because Ricardo 
biinsclf admits tliat tbe law of SHp 2 :)ly mid Deniand governs 
the market price of all comniodities for a limited period. And 
Mr. Mill says that tbe Law of Snp^yhj and Demand only governs 
* perturhations of value. 

Now this concedes the whole question. Because tbe law 
wbitfli governs tlie ]>ertiirbations, or changes, of Value, can be 
till* only true law of Value in all particular cases. 

There are several cases where “ quantity of laliour ” and cost 
of production” maybe consid(.*red as eijiiivaleut, and the same 
argiim(‘nt will afijily to shew (hat neither rayahUiS value. Rut 
take it as avo may, eitluM* quantily of laliour or immey cost of 
production, we sliall shew tliat the doctrine tliat cost of ]>rodiic- 
tion regulates value is entirely false; because, if this doctrine he 
true, it must necuissarily mean: — 

Lst. Thai all things which are produced by an equal quantity 
of labour, or an equal money cost, must be equal in value, inde- 
pendently of any other consideration. 

2nd]y. It must also mi*an, that all changes in value must 
be due to changes in cost of production, and to nothing 
els(5. 

3rdly. And if diMbrent livings produced by equal quantities 
of lal)(>ur must bi^ equal in value, still more rigorously, if pos- 
silde, must it follow tliat ail parts of the same thing Avlien once 
produced, niu.st be equal in value. 

We shall lunv give examples of each of tiioso casc.s, to shew 
that the rule is utterly untrue. 

We- have alre:’: iy <jUotcd the case of a coal-mine, wliere the 
seams are of dillbrent <pialities. The coal got from them, liow- 
ever, is ohtainv'd by exactly tlie same ‘‘ (piantity of labour ” or 
^‘cost of jiro<iucl ion ” and yet sells for very different ]u*i<a*s : 
this proves at once that ‘‘ quantity of labour” or “ cost of pro- 
duction ” does not re(julatc the value. 

Again, hit us suppose an orchard, or garden. The trees are, 
of course, cultivated with a certain mnount of labour, or expense: 
coiiseituently, each individual piece of fruit must be the result of 
exactly the same (piantity of labour, or cost. N'et everyone 
knows that out of ihe very sam^i orchard, and off the very same 
tree, fruit of vmy different qualitie.s will be gathered. Will these 
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(liflorGiit qualities of Iruit letch the same price in the market? 
Common sense says they would not. 

Next let UR take the tliird case, for the sake of coiiveniencc. 
If cost of production regulates value, it is quite clear that every 
part ot‘ the same thing ought to be the sanio price. The slightest 
reflection, liowevei-, will she.w that this is utterly false. Take 
any animal uscil for ib«)d, f )r e>:ain])lc. Do o<jual quantities of 
all |>at is of the same sheep, or the same ox, bear the same i»vice 
in the mai-ket? Common sense says they do not. 

AVouId equal quantities of the fruit of a tree and of the wood 
of a tr(*e sell the same price in the market? Corumon scnRC 
says they would not. 

AVo will give anoth(;r decisive insttmee. In the coflee planta- 
tions in the East Imlies, it is usual when the crop is gather(Kl, to 
caiq/loy lahonrevs to s(*])ai*ate the berries into three distinct 
elas'Cs, the large, the middling, and the small. Now each ot 
thestr classes of bcrriv‘s is the jiroduce of the same “ quantity of 
labour,’’ oi* “ cv>st of‘ produclion,” yet tlK‘se diflerent classtas ol 
berries sell for exlrenujly diflerent ]>rices; and so much more 
is g;iimal on tlie whole value of the crop, l)y sej)arating the 
berries iijto these three classes, rather tlian l>y letting them 
remain nfiNed ii]) together, that it is worth while to expend 
tills labour, or cost, upon it. Wiiat cun more decisively prove 
the fallacy of the assertion that labour, or cost, I'egulate 
Ahiluo? 

Kicardo says in the )>MSsage already (pioted, — Tliat if the 
demand for hats should doubled, the ].»rice would immediately 
rise; but that rise would only be tempoiary unless the cost of 
production of liats, or their natural price were raised.” Rut if 
the hats rose from the increased <Iem.and, why should they fall 
again, without the sup}>]y being increased? if they are to fall 
again, Avliv should they have risen? If cost of j>roduclioii,'‘sup- 
]>iy, ami demand, remain exactly tlic same after they liave risen, 
liow can any change in tlieir value take [ihiee? Hicairdo has 
omitted to state*, wliat he, meant, no dovd)t, that ujKm the rise of 
juices irinu the increased demand, a larger supjily would be 
]>r(><liu>-d, whicli would again reduce hats to llieir former v.alue. 
Rut liic omissit)!; of tliis is the •whole essence of the question. 
Rec.iu e it was the increased demand which raised them, and it 
would July be the increased supply which would lower them. 
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Tliiis shcmng that it is entirely through tlie operation of Ooniand 
and suj>])Iy tliat all clianges in value take |)l:u;o. 

Ricanlo’s doctrine that wlicn pi-ices are very liigli or very low, 
tliey arc governed by the Law of Demand an<l Supi)ly, but that 
at, Some intermediate point tlicy are governed by the Law of 
Cost of Prodnetion is utterly contrary to the Jaiio of ContirmUi/^ 
winch says that, A Quantity canyiot froin one amount to 
minlher by any ehanye of eontllllons unthout paeslny through 
air the inter niedli tie inagnitudes according to the IntA^rnicdhtie 
conditions. If, therefore, the Law of Demand and Sn]v|)ly be 
true at any one point in the range of [n-iees, it must be true at 
all points. 

Mr. Jlill has on (Ids, as in so many otlior eases, emitted 
do(‘tnnes whieb are contradietory. Tims he says,* — “ For this 
]*eason, and from the errmicons notion that value dep<?nds on the 
irrojurruon between llie demand and the supply, many |)ersr»ns 
sujjpose that tins ])roj>ortion must be altered whenever thc've is 
any change in llie value of the commodity; that llie value 
cannot fall Ihrougli a dimirmtiou of the cost of j)rorluetion, 
unless tlic supjdy is p(*rmanontly increased ; nor rise, unless tlie 
supply is pei iuanently^dimiiilslKHl. But tins is not tlie fact.” 

But afterwards he says/-- ‘ Tt is simply the Law of Demand 
and Supply, which is acknowledgv*d to be ap]>licable to all coni- 
modilies, and wliieh in the case of money, as of most other 
things, is amfrolltd, hut not set aslde^ by the J.aw of (lost 
of Production, shme cost of prod act uni irould have no ejfcct on 
value. If it could hare none on f>upply.'‘'* 

So also, in S])caking of another class of cases, Mr. Mill says,'* — 
Since cost of production here fails us, we must revert to a law 
of value anterior to cost of production, and more fundttmenial^ 
tlie Law of demand and supply,’’ 

Again, in speaking of the law govei*ning International Values, 
Mr. Mill says, Wc have seen that it is not their cost of 

production We must accordingly, as we have 

done before in a similar embarrassmeut, fall back upon an 
antecedent laio^ that of supply and demand : ami in tliis we shall 
again find the solution of our dilUciilty.” 

Now these extracts exhibit the utterly miscientilic cliaraeter of 

' Dk. iii., eh. 3, § 1. * Hh. iii., eh . !), § 3. 

M'. iii., eh. 16. 5 1. * Uk. iii., ch. 1,6, § 1. 
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Mr. Mill’s system, whicli is contrary to the fundamental prin- 
ciples of Natural I^hilosoi^hy, It is no more to be tolerated that 
different classes of Economic phenomena sliouid be governed by 
different fundamental Laws of Value, tlian that different classes 
of Astronomical plienomena should be governed by funda- 
mentally different theories; or that different classes of Optrcal 
])henoniena should be explained on different theories of Lighi. 
When the analyst se(*ks for the Equation to a curve, lie inani- 
festly assumes that th(3 Law wJiieh is true at any one jioint jtuisL 
he true at <dl i>oints. For if not, how can tliore be a gcuMvid 
E<juation to tlie curve? If dillerent classe.'s of Economical phe- 
nomena have different fundamental theories, how can thtu'e be 
any <iene.ral E(]ualion in Economics? How can it be a Physical 
Science ? Now us it is universally a<linitted to be a demonstrated 
truth, that a great 'niamj cases of Value an? goveriusi hy t.lui 
Law of Demaml .Mini Supply, it follows that all cast's mast lie 
so; and the <listinction.s witich liave been made? are contrary to 
the priiufiples of liiduetive Philosojihy, and must swept away. 

"Wages are ]>art of cost of production, and Smith says 
that liigh wages liigh juices; we have shewn’ that this is 

a comjilete error; and tb.at it is just as often that wages, /. c., 
co.st of production, .are governed by tlie value of the produet, as 
tile reverse. therefore, say no more .about it here. 

In a great mmilaa* of cases it is imj»ossible to say what the. 
cost of jiroduction of .any arlii’.le is, and the very fact of a 
market being opened u]> for it, is the very tiling that confers 
value on it. In the hast century, eggs were at Id. a dozen in the 
Highlands of Scotland, and salmon was so abiimhant, tliat it had 
scarcely any saleable value at all, there being no coninmnicalion 
with tlie Southern markets. When this eonmuniieation was 
opened, eggs ro.se to Id. or Od, a dozen, and s.almon acquired a 
value of about Is. a [loimd. That was because agents from the 
Sinith came and bouglit u|) the produce, because eggs were, 
j.»erhajis, Is. Od. a dozen in the Ijondon markets, and salmon was 
2s. Od. a pound. Now, eggs were not a Is. a dozen in London 
because they were Id. a dozen in the High hands, but people gave 
l<]. a dozen for them in the Highlands because they could get 
Is. .a <lozen for them in London. What, tlicn, becomes of the 
Uicardian ri»h‘, that cost of production regulates value? In this 

’ xiii, 
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case it was tlie value of the eggs in the London mavlcet, that 
regulated theii* value in the ITighlands, and not the reverse, and 
the same is obviously true of all other speeie^s of produce. 

The universal law in Political Economy is, therefore, that 
ryifi KKi.ATroN HETWH1SN dkaiand and supply is the sous 
RE oi/LATOK OP VALUE. Tliis law, like the law of gravity, liohLs 
good ill all cases whatever. It not only governs the value of 
any article, but also go^■e^ns the value of every separate item of 
whlcli that article is composed. All drcumstaiua's what<nT?r 
that iniluence value, can be shewn to do so solely llirough their 
effect in altering tlu; relation of sujiply and dermmd. 

Price, then, is a perpetual struggle between the biiym* and tlie 
seller, and the cireumstance.s which comjiol one i>arty to yi(‘ld, 
an^ the only .measure oi' value, at the time of t he ]>ur(:hase. 'Fo 
say that tlie cost of ]>ro(lnction regulates price is only true in 
this sense, that no man wouhl willingly sell any articles ho has 
produced at a less price than that, togidhor with something 
additional, by v/ay of reward for his own labor, and he could 
not continne do so for any length of time ; bnt having setthsJ 
that in liis owui mind as the lowest limit, he always endeavours 
to get as much moj*e as he can, \vithf.)iit the smallest reference to 
the cost of production; and how much more lie can get is 
determined by tlie rule we Jnive given above, namely, by the 
necessity the purchaser has foi* that pai ticnlar service*, togellua* 
\vilh the number of comj>etiU>rs to render if ; on theofh(a* liand 
the purchaser cares nothing for the cov^t of production ; liis only 
oliject is to ])uy as cheap as ho can, ami lu* lakucs no thought 
whether the selU*r is selling at a loss or not. Tlie re.snlt of tlii>s 
will be that if the selling value of any article falls below' its cost 
of production for a length of time, it will cease to be j)i’oduc<‘d. 
Every man ondeavoui H to produce ns cheap as lu* can, and t<» 
sell, as dear as he can, and the t\vo opeiations are quite 
independent of each other. 

When w(’ say that the relation betwet u su})])ly and demand 
is the sole regulator of value, we mean tc> say that a change of 
value do|»ends solely upon a change in that I'lLition and uj)on 
nothing else. No change in the co.st of production wdll make 
any change in value, unless it is also ai’comjianicd by a change 
in the relation of demand and supply, ami it is only through 
and by means of causing such an alteration, that a chang<; in 
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the cost of production is usually accoinpanied by a change in 
value. 

In order to illustrate thisj let ns lake a few examples; let 
us take any article, mdi as stockings, and let us su}>|)ose that 
at any gi^'cn time they bear a certain price in the market, no 
matter wliat, and that there is a certain demand for them at 
that price 

Let ns suppose that at a certain time before the introvluctloii 
of ntacldiuay, a mannfaeturer eniployed 1,000 hands; let us also 
suppos(‘ that he at sonic time in rents a piece of iriachinery by 
wliich lu; can produce the same quantity of stockings, but at the 
same e>:]>ense as 50 men would be. Now, if lie only jiroduces 
tile same < plant ily as before, as he will of course take the best 
]>riee he can get for them, the demand remaining the same, it is 
(piite evident that no alteraiion in price will ensue, and all tlie 
profit accruing from this diminuliou in the cost of jiroduclion 
will go into the i>ocket of the producer; conso(|uenily, if he 
doi'S not manulactiire any additional quantity, no nlteration in 
the market price will follow, everything will go on as Ixvfore; 
the only dillerence will be that that particular manufacturer will 
rnakcMsionnous prolits, owning to his sagacity and skill in invent- 
ing this machinory- Lnt if tlie materials for making the stockings 
can l>e .supplied in unlimited quantities, the manufactnrer will 
naturally wisli to increase the quantity lie pri.idueeSj and realize 
greater profits ; but if he produce a greater fpiautity than before, 
that increased (piautily will not be sold, unless offered at a diml- 
nislied prici‘, so as to increase the cintle of buyers; but as the 
cost of their [irodiiction has been diminished to him, lie can 
aflbrd to sell at a diminislied price; and tlie more he wdslies to 
sell, the more must the jirice be redncevl. Now, it is quite evi- 
eleiit tliat tlie increased rpiantity of tins single mamifacture 
thrown ujion the market., and ollered at a diminislied price, av ill 
affect the [u ices of tlui whole quantity in the market, because 
ev(‘ry one else must consent to .sell at tbc same price to eQeet a 
sale at all. It. is also clear that every single manufacturer must 
Mccommodale his prices to the market price, and if he cannot 
Iirodiice at tlie market pri(?e Ire will have to cease producing; 
ami MS we may .suppose that there are several degrees of skilful- 
and economy among tlie variou.s mauufacturors, it is quite 
evident tliat at every successive diiniiiution of the market price, 



DEMAND AND SUPPLY. 


049 


§6.3 

those in succession will have to cease working wlio are least 
able to produce cheaply. Hence, it is quitfe clear that it is the 
niiirket price Avliicli regulates the quantity of expense that can 
he allbrded in producing, and that it is the quantity that can bo 
ip'pduced at the least expense, compared to the wliole quantity 
that can be sold, that regulates the market price. 

Again, let us observe what is the result of a diruinutioii of tlui 
cost of production, according to various cirouinstanccs. Tlie 
Northei' 1.1 comities of Scotland export corn and cattle to tl»e 
Sbutliern markets They were served by a Steam Conn>any, 
which Iiad a monopoly of the trade. The usual consequences of 
a monopoly followed. Those Avhich concern usliere, as a (pies- 
lion of Polhical Economy, were, that the freights and (ares w ere 
most extra vagent, and all petitions for reduction were unheeded, 
as the Company thought tliere was no danger of opposition. 
However, the jkjoijIc of the North could stand it no longer, and 
they detei'miiied to provide steal ivlio/its of their own. Tlic 
natural consequerice immediately followed, fVeiglits and fares 
Avere reduced nearly one half. Almost all the fanners subscribed 
fur shares in the steamer, and many of them told me that if 
they lost all the money sunk in the steamer, they would still be 
great gainers by tlie saving of freights. Tliat is, the diminution 
ill the cost of production (/.c., the expense of placing their pro- 
duce hi the Soutlicrn markets,) went into their pockets. And 
why was this? Decause the additional quantity of corn, ifcc., 
thrown by the Northern districts upo.n the Southern market, s, 
was a mere drop in the bucket, conqiai cd to the demand of the 
Soutliern markets, and laid no appnH-iable effect in lowering 
jiriees there, conse(|\iently, all the protits arising iVoin the saving 
of freight-, and the diminution of the cost of produolion, went 
into the pockets of the Northern tarmors and landlords. 

It is far more generally true that it is the value of the article 
wdien jiroduced that governs the cost of production, than the 
contrary rule. It i.s true tliat it is often said that the prices of 
goods are raised because wages liave risen, — as was the case 
with the iron trade in 1854 —but, tlum, what Avas the cau.se of the 
rise of wages V Simply a greater demand on the part of the 
public for articles of iron, for shijis, for rail-roads, Hteam 
engines, &c. It was this original demand on the part of the 
public for iron that raised the price of labor, and the rise of 
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'wages reacted upon the price of iron. The producers of iiori 
articles were able to raise their price to the public because tliere 
WMS a great demand for them. The demand l)y the public 
increased faster than it could be supplied. If the increased 
supply required could have been furnished as quickly as it was 
wanted, there would have been a rise in wages, but not in tlio 
priiic of the article itself. Hence, the true cause of the rise in 
the price ol the article was not the rise in wages, but the demand 
for the manufactured article incre.asing quicker than it could* be 
sui)pIiod. A few montlis after that, a great revolution took 
place, the price of iron .^10 per cent., and wages worn rc<luced ; 
but was it the reduction of wages, L <?•., the cost of production, 
that caused the fail in the ]>rice Certainly not., but it was tlie 
fall in the price caused l>y the dliniuutit)n of the ilemaiul com- 
pared to the su[)[ily, that compelled a rodncti«.>n in the cost of 
production, or wages. 

These coiKsideralions are sufficient to skew the fallacy of 
the doctrine, that it. is llie cost of iM'oduction which regulates 
price, or value. On the contrary, it is generally the value an 
article is ex:pe(tted to have, when jwocnecd, that catises it to 
be produc(*d. .. The diiTereiiCO bclNveen the cost of its production 
and its value is called I lie projU^ and the course of a prudent 
mini would be, first to calculate the cost ot‘ }>roduction of tiui 
article, tlieii to consider wliat would be its probable value when 
produced, and if tlie dillenaice between tini two, or th(' profit, is 
sufficient to make it worth his while to produce it, he will do so, 
if not, lie should try to discover some more profitable operation. 
If the value of the article when [woduced is only e({ual to, or 
less than the cost of producti«>n, he must sell at a loss, and 
repeated operations of thi.s nature ^\^[ll end by ruining him. 
The history of all commerce is Tint too full of examjilos of the 
value of articles falling below the cost of production, and of 
mercantile enterprises Vvhich never jiay their expenses. Tliere 
is but one way by wliich a producer can govern pi-ioe by the cost 
of production, and that is wlien he can obtain a command over 
the supply, and limit it artificially, and not produce more than 
the public can be madfi to buy at a particular price. The Dutch 
acted upon tlds principle when they conquered the Spice Islands 
in the Eastern Archipelago. With contemptible selfishness, 
they cut down three- fourths of the spice-boaring trees, and so 
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artificially enhanced the value of the remainder. It is also said 
that tliero is but one mine in England which produces plintibago, 
or black lead for pencils, and this being in the hands of one 
proprietor, he carefully limits its annual produce to force up its 
price in the market. 

'•Vlt is necessary to observe, that when wa say that a change 
in price invariably depends u))ou a change in tlie relation of 
supply and demand, we by no means assert that the clanige in 
price is directly proj>ortional to a cliange in that relation, so 
that, for instance, an addition of one- fourth of the quantity, 
would produce a reduction of one-fourth in ])rice. It is well 
known Uiat this proportion docs not hold ; and that a dillcrent 
proportion is found to obtain among diilcrcMit articles. Xor, 
tliougli attoinyjts liave been Tiiade in some ir^staiices, such as 
corn, to discover the relation that exists )>etween IIjc two, does 
it appear that any satisl’actory solution has been obtained. All 
that can be sai<l is tliat it is a change in the one tlmt |)roduces t\ 
change in the other, without asserting that there is any fixed, 
pr<)|)ortioii between the two changes, because it may voiy well 
bo, and we believe it to be. tlic case, that that proporl ion follows 
no fixed law, but varies according to time and eircmnstances. 

It is perfectly manifest that any diminution of the cost of 
)>rodiiction, tlirmigh iiowever large an extent of covnUry it might 
cover, wouM have no cfVe(*.t wliatcver in altering tlio market 
price, until the extra quantity thrown iij)OU the market bore an 
appreciable proportion to the ju'evious supjdy. And if districts 
of country are ex<!ludcd from markels, either l>y want of com- 
tmuiication or by |)rohibitive laws, then, when there are markets 
opened to them, their procbice will ;ic<piire an immensely 
increased value to wliat it had before. That is, the o|)ening of 
the markets will immensely increase the value to what it had 
before. That is, the opening of the markets will immensely 
increase the value of the j>rodiicc in the country, and the 
increased (piantity of produce thrown tq)on the market, will tend 
to lower the value of the produce in that market, and these two 
values will a}q>roacli to ea<5h other in the iu^'crse proportion of 
the respective quantities, precisely as the space travelled through 
by each of the two bodies under the inlluence of gravity, is in 
the inverse proportion of their masses. The establishment of 
steam navigation enormously increased the value of produce 
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in the north of Scotlaiul, tlio repeal of the e.orn laws enormously 
increased the value of produce in the Danuhian principalities. 

A consideration of the preceding examples will funu.sh us 
with the following rules : — 

1. No change in the cost of production will cause a change in 
value, unless it is accom])aiJied by a change in th(3 relation of 
supply and demand. 

2. A diminution in the cost of production, when effected 
without an increase of the (piantity produc(‘d, goes entirely' to 
the boneJlt of tlu* prodneer. 

3. A diminuti»»n in the cost of production, in cases where the 
(juantity of the ]»roduco can be increased without limit, goes 
entirely to the benefit of the consumer. 

•1. A <liniinution in the co.st of production, in cases wliorc tlie 
quantity is incrc'ascd, but not without limit, goes partly to tluj 
benefit of tlic producer, and partly to the benefit of the coie 
smnev, and Ihi.s benefit is divided lietween the two in tlu? inverse 
j.>n»j)ortion of the extra, quantity added, coniparcd to the 
previously existing consumption. 

"file systems, l)Otli of Adam Smith and Ivicardo, filthoiigli 
Ihore may a]q>ear to be a difference between tlnan, are, never- 
theless, identical in tlufir fundamental error, for they look to the 
wrong person as conferring value 0 !i any a?*ti(^le. TlK‘y both 
look to X\\^. producer as conferring value on the article, whereas 
it is unquestionaldy cerlaiii that it is the nyoriDncr wlu> liestows 
value. Adam Smith says, that it is the labor which the 
producer bestows uT>on the article that gives it its valine, 
wlu.'rea.s it is perfectly indisputahle, that tilings h;ive not valiie 
hmivse lalior is bestowed njxm producing them, Imt much labor 
is bestowed upon producing them, because jieojilc desire tlioui 
veiy much, and will give a great price for tluan, and, therefore, 
they have a great value. Iticardo .says, that cost of production 
regulates value. But it is indisputably true, that things are m^t 
valuable because they arc prodiicoil at a great cxi>ense, but people 
spend much money in producing, because they expect that others 
will giv(? a great price to obtain them ; that is, the things Avill 
be of great value when produced. Buyer.s do not give high 
prices because sellers have spent luuch iiionoy in producing, but 
st‘llevs spend much money in producing, because they hope to 
that buyers who will give more. 
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It is pcrfcotlj' true that in a great many oases the natural 
effects of competition will cause the price to apju’dach voi'v 
nearly to the cost of |>i‘()<iuction, and liicardo’.s rule will appa- 
rently be fouml to answer. But this is just one of the things 
wl^icli must bo most sedulously guarded against in science, viz., 
to give ill a careless adlierencc to a form of expression wliich is 
radically CM'roneous, because it aptpuarii to account for plienoniena. 
We Avill give an exact parallel. In the olden times philoso])lier,s 
thpiiglit that the motion of projected bodies had a natural teri- 
<lency to decay. They always saw that the motion of a body 
projected gradually diminished, and finally ceased. Now, it is 
quite (?asy to calculate results upon this princi]de. Given a 
certain velocity of projection, it would liave been cpiite easy to 
calculates wlien the motion would c-oase, u)^on tlio siij>position 
tliat it naturally decaye<b And the results would have agreed 
witli the (‘.areulalioii. What could bo more satisfactory? If, 
then, it is liastily assumed that, because results may agree with 
calculation, the prin<*ij)les of those calculations are, tlierofore, 
■nceesaarlli; 1ru<‘, those ojunions might have mainlaimal their 
ground. But it is well known that modern j)l]ilosophors have 
entirely rejected sucli a notion, as that motion lias a natural 
temhmey to decay. But they arrive, at the same result hy a 
totally distinct princi|»le. Tliey say that motion lias no natural 
tendency to decay ; V>ut that, in all the cases wo see, there are 
counteracting principles, such as the resistance of the air, friction, 
ttc., wliicli oppose it-, and iiiinlly de.stroy it. And they imani- 
mouslynjcct the former mode of accounting for the results, and 
adopt tlie latter. Hence, wc see that though priin-iijles arc 
manifestly errouoous, which <lo not account for results, yet it 
does not necessarily follow that any principle wliich docs 
account for them is, therefore, necessarily true, because, in fac.t, 
it may liap|>en that several different principles may ac^count for 
the result, and it require.s jiidginent to decide which is the true 
one. Now, the Bicardian pnnci}>1e of value is just like the 
former of those of motion. It apparently accounts for results 
in a great many cases, ami, thoretbro, may impose upon an 
unwary thinker. But it is a dangerous and seducing error, 
utterly false in principle, and to be repudiated ami r< jeeted by 
those who study l^conornics in the true spirit of science. 
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Smith’s sKLF-oo?fTKADffi’ioNvS on Rknt — Andkrson — Rioardo’s 
T iniouY OF Rent — jMcCum.ooh — Mr. J. S. Mill on Rent 
— Carry’s Thkory of Rent — The Theory of Kent. 

1. We have now to shew th(3 a[)plifal;ioM of tlu* Principle of 
the Contrniflty of Science^ ami the Tjmo of ContlnvUy^ to anni- 
liilatc one of these false ilistin(‘tions whicl) have been ereatofl ]>y 
Ric'anlo and adopted by Mr. Mill, between the Laws regulating 
the value of ditferent classes of commodities, and to ‘reduce it to 
the General Theory of \\aliio. 

Tlu* discussion arose out of Smith’s clearly self-contradictory 
doctrines on tlie relation between Rent and the Yalno of corn. 
In discussing the price of commodities he says’— In the ]>rice 
of ct>ni, one part ]:>ays the i*erit of tlie landlord, another pays 
the wages or rnainlenanco of the labounu's and labouring cattle 
employed in producing It, and the third pays the profit of the 
farjuer. These three pivrts seem either inimed lately or ultimately 
to make up tliC whole price of corn.’’ Again — ‘‘ Wages, Profit, 
aud Kent, are the tiiree original soirrccs of all reviuiue, as well 
MS of all exchangeable value.” And again in liie same chapter 
— “ As in a civilized country, tliere are but few commodities of 
wliich the. exciiangeable value rises from labour only, rent and 
]>i'ofjt contributing largely to that of the far greater part of 
tiuun.” 

And In llic next cliapler ho says that there is in every socuity 
or neiglibourhood an ordinary or average rate of wages, j>rofit, 
and also of rent; the latter regulated partly l>y the general cir- 
cumstances of the society or neighbourhood in whieli the land is 
sltuabsl, and partly by the natui'al or impi-oved fertility of the 
land. 

‘‘These ordinary or average rates may be (ialled the natural 
rates of wages, profit, and rent, at the time and place at wliich 
they coiumonly [u evail. 


1 ItL j., ch. 6. 
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“ Wlum ilic price of any commodity is neither more nor less 
than what is snfliclent to pay the rent of the lan<l,tiie wages of 
the labour, and the profits of the stock employed in raising, 
j)reiiaring, and bringing it to market according to their natural 
mtos, the commodity is then sold for what may be called its 
natural price. 

“ The commodity is th(3nsold precisely for what it is %oorih (!) 
or for what it really costs the person wdio brings it to market. . . 

, The actual }>rice at which any commodity is commonly .sold 
is called its jnarket price. It may either be above, or below, or 
exactly the safne with its natural price. 

The market jU’ice of every particular commodity is regulated 
by the proportion betW'Cen tlic (juantity which is actually brought 
to market, and tlie d<‘m«aTid of those Vv ho are willing to pay the 
natural price of tlio commodity, or llie whole value of the rent, 
labour, and profit, wlilch must be paid in order to bring it thither.” 

-"Now these extracts afUrm as clearly as can he, that Rent, 
W ages, and Rrofif, enter into the piece of coni exactly in tlie 
satne way: so that if one be a cnuHe of high pricjo the otliers 
must be so too. 

But in a suliscspicnt cha]»tcr he says * — Rent it is to be ob- 
served, enters into the composition of the price of eominodities 
in a <li lie rent way from Wages are Th’ofit. High or low w%ages 
and profit are the caum^ of liigh or low price ; high or lo’w rent 
is the effect of it. It is bocanse liigh oi* h>w wages and jirofit 
must be paid in ordei- to bring a particular commodity to market, 
that its jirlce is high or low. But it is because its price is liigli 
or low, a great deal more, a vci-y little more, or no more, than 
what is suHicieut to jiay those wages and ]»n)fit, that it affords a 
liigh rent, or a low rv*nt, or no rent at all.” 

Now' those doctrines as to Rent are most manifestly self-con- 
tradictory. Leaving out of consideration altogether his doctrines 
as to Wages and Profits, wliicli will be investigated sefiaratcly 
in the following chajiters, Smith’s doctrines as to Rent arc most 
manifestly sell-contradictory in these sets of e\'tra<jts. In tlic 
first he manifestly makes Rcfiit enter into price in the same w'ay 
as Wages and I*rofits, and to be a eauM of Price: in the second 
he makes Rent to enter into Price in the opposite way to WagCvS 
and Profit, and to be the effect of Price. 

‘ iiA". i., c/i.. 2, Oil tie licnf of Lorn/. 
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lie then says that tliero are some parts of the produce of 
land which always ailbiMl some rent; and others which some- 
times do and sonietiinos do not alFord rent. He says — “ Ilunian 
food seoiMS to be the only produce of laud whicli always and 
necessffrily affords some rent to the landlord.’- Among the pro- 
ducts of the earih wliich Smith says sometimes do and some- 
times <lo not produce a Rent, arc materials of clothing and 
LuiLling, and tlie |)rodiico of mines, coals and metals, and 
the pro(‘io»is stones. 

The manitest self-contradictions of Smitli on the siiljject of 
Rent, and the importance of tlie question v/hethdl* the i)i-ico of 
corn would Ix^ any low(*r if <he l:m<IIords gave up their rents, 
gave rise to an iiivesligal.ioii of the Theory of Rent.,. It was 
commenced by a writer named Anderson, wlio was a practical 
fanner, and also an extensive writer on agricultural subjects, 
lie also has a tiile to be remembered by posterity, as the in- 
ventor eff the two-horsc ydongh without- wheels, to which the 
immenso progress of iS(a»ttish agriculture is mainly due. fii 
lV'77,tlie year after the publicati«>n of the Werdlh of NattonHj a 
new corn bill was l>rought into Parliament, and Anderson wrote 
a paitijihlct called “ A}i Lunflry into the iVotare of the Corn 
JjemSy 1777,” for the purpose of advocating a sliding bounty. 
In the course of this, lie sliews the entire fallacy of Adam 
Smith’s idea that the payment of ]*ent innuences the ])rieo of 
corn. He shews that the price of corn depends enrirely upon 
supply an<l demand, and that all the variations in price are 
caused by a change in the relation of supply and demaml. He 
sliews well that rents entirely depend on. tlie price of corn, and 
that any rise in the price would only temporarily benefit" the 
iarmer, but ultimately it would entirely go to the landlord. 

In a note al pag<‘. 45 oJ' this pamphlet, he broaches Ids tluMivy 
of lient, which is often siqiposod to bo the origin of Ricardo’s 
Theory of Rent, though they are, as we sliall shew, railically 
ditlerent. 

“ It is not, hovvevei*, the rent of the land lhat determines the 
price of its produce, but it is the price of lhat produce which 
determines the rent of the land ; although the price of that 
yiroduce is often highest in those countries where the rent of 
land is lowest. This seems to be a paradox that deserves to 
be explained. 
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‘*In every country there is a variety of soils, differing 
considerably from one another in point of fertility. These we 
shall at present suppose arranged into different classes, which 
we shall denote by the letters A, B, C, D, E, F, &c., the class 
A* comprehending the soils of the greatest fertility, and the other 
letters expressing different classes of soils, gradually decreasing 
in fertility as you recede from the first. Now, as the expense 
of cultivating the least fertile soil is as great, or greater, 
tj^an that of the most fertile field, it necessarily follows, that 
if an equal quantity of corn, the produce of each field, can 
be sold at the same price, the profit on cultivating the most 
fertile soil must be much greater than that of cultivating the 
others, and as this continues to decrease as the sterility in- 
creases, it must at length happen that the expense of cultivating 
some of the inferior classes will equal the value of the whole 
produce. 

“ This being premised, let us suppose that the class P includes 
all those fields whose produce in oatmeal, if sold at 14s. per boll, 
would be sufficient to pay the expense of cultivating them, 
without affording any rent at all. Tliat the class E com- 
prehended those fields, whose produce, if sold at 13 s. per boll, 
would free the charges, without affording any rent, and that, in 
like manner, the classes D, C, B, and A consisted of fields, 
'whose produce, if sold respectively at 12, 11, 10, and 9 shillings 
per boll, would exactly pay the charge of culture, without any rent. 

Let us now suppose that all the inhabitants of the countries 
where such fields are placed could be sustained by the produce 
of the first four classes, viz. A, B, C, D. It is plain tliat if the 
average selling price of oatmeal in that country was 12s. per 
boll, those who possess tlio fields D could just afford to cultivate 
them without paying any rent at all ; so that if there were no 
other produce of the fields that could be reared at a smaller 
expense than corn, the farmer could afford no rent whatever to 
the proprietor of them, and if so, no rents could be afforded for 
the fields E and F, nor could the utmost avarice of the proprietor 
in this case, extort a rent for them. In these circumstances, 
however, it is obvious that the farmer who possessed the fields 
in the class C could pay the expense of cultivating them, and 
also afford to the proprietor a rent equal to one shilling for every 
boll of their produce ; in like manner the possessors of the fields 

2 u 
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B and A could afford a rent equal to two or three shillings per 
boll of their prodiKJO respectively. Nor would the proprietors 
of these fields find any difficulty in obtaining these rents, because 
farmers, finding they could live equally well upon such soils, 
though having these rents, as they could upon the fields 
without any rent at all, would be equally willing to take the one 
as the other. 

But let us again suppose that the whole produce of the 
fields A, B, C, and D, was not sufficient to maintain the whole 
of the inhabitants. If the average selling price shonld continue 
at 1 2s. per boll, as none of the fields E and F could admit of 
being cultivated, the inliabilants would be under the necessity 
of bringing grain from some other country, to supply their 
wants. But if it should he found that grain could not be 
brought from that other country at an average under 13s. per 
boll, tlic price in the home market would rise to that rate, 
so that the fields K could then be brought into culture, and 
those of the class D could afford a rent to the proprietor, equal 
to wluit was foimierly yielded by C, and so on of the others; 
the rents of every class rising in the same proportion. If these 
fields were sufficient to maintain the whole of the inhabitcUits, 
tlui price would remain pennaneutly at 13s., but if there was 
still a deficiency, and if that could not be made up for less than 
14s. per boll, the price Avould rise in the market to tliat rate, in 
which case the fields F might also he brought into culture, and 
the rents of all others would rise in proportion. 

To apply the reasoning to tlie present case, it appears that 
the people in the Lothians can be maintained by tlie produce of 
the fields A, B, C, D, and E, but the iuluibitants of Clydesdale 
require also the produce of the fields F, so that the one is under 
the necessity of giving at an average one shilling per boll more 
for meal than the other. 

‘‘ Let us now suppose that the gentlemen of Clydesdale, from 
an extraordinary exertion of patriotism, and an inordinate desire 
to encourage manufactures, should resolve to lower their rents, 
so as to dem<and nothing from those who possessed the fields E, 
as well as those of the class F, and should allow the rents of all 
the others to sink in proportion. Would the price of grain fall 
in consequence of this ? By no means. The inhabitants are 
still in need ot the whole produce of the fields E’ as before, and 
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are under the necessity of paying the farmer of these fields such 
a price as to enable him to cultivate them. He must, therefore, 
still receive 14s. i^er boll as formerly, and as the grain from the 
fields E, D, C, B, and A are at least equally goo<l, the o(!ciipiers 
eaclv of these fields would receive the same price for their 
produce. The only consequence, then, that would result from 
this Quixotic scheme, would be the enriching one class of farmers 
at the expense of the proprietors, without producing the smallest 
benefit to the consumers of grain, perhaps the reverse, as the 
industry of these farmers might be slackened by these measures. 

If, on t}»e other hand, by any political arrangement the price 
of oatmeal sliould bcre<luced from 14s. to 18s. per boll, it would 
necessarily follow that all the fields of the class F would be aban- 
doned by the plough, and the rents of the others would fall of 
course, but with that fall of rent the quantity of grain pro- 
duced would be diminished, and the inliabitants would be 
reduced to the necessity of depending on others for their daily 
bread. Thus it appears that the rents are not at all arbitrarj^J 
but depend on the market price of grain, whicfi in its turn de- 
pends upon the cfiectivo demand there is for it, and the fertility 
of the soil in the district where it is raised, so tliat the lowering 
of rents alone could never have the efleet of rendering grain 
cheaper,” 

This passage is remarkable as being the first elaborate attempt 
to explain the tlieory of rent, but it is manifestly defective be- 
cause it assumes the necessity of there being different degrees 
of fertility in the soil of the country. This supposition is 
entirely suj>ertluous, becauvse rent would arise, even though all 
the soil was of exactly the same fertility. Ricardo greatly ex- 
tended it afterwards, by shewing that there were other circum- 
stances which were equivalent to differences of fertility. But 
thh great merit of this passage is the final and conclusive answer 
it gives to the popular notion, that if landlords went without 
rents, corn would be any the cheaper. 

2. We now come to Ricardo’s Tlieory of Rent. He begins 
by defining rent U) be tliat portion of the produce of the earth 
which is paid to the landlord for the use of the original and 
indestructible pmeers of the soiU The Romans held it to be an 

* Ptindples of Political Ecemmy and Tajiathn, p. 53. 
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evil omen to stumble on the threshold. Any one wh(> has the 
slightest knowledge of agriculture can see at once that Ricardo^s 
definition of rent is absurd. The earth has no ‘‘original and 
indestructible ” powers in the sense he means. The only original 
and indestructible power tliat it has, is that of extent. There i§. 
scarcely any land whatever which is fit for cultivation without a 
very considerable expenditure of laborer capital, and the powers 
of the earth are so far from being indestructible, that except in 
a few favored regions, they wear out very fast, and require a 
constant renew'al of labor and ca])ital to keep it in a fit state for 
cultivation. He then says, — “ It is often, however, confounded 
with tlie interest and profit of capital, and in popular language 
tlie term is applied to wliatever is annually paid by a farmer to 
liis landlovil. If, of two adjoining farms of the same extent, 
and of the eame natural fertility ^ one had all the convenience of 
farminy buildings^ and besides, was properly drained and 
manured, and advantageously divided by hedges, fences, and 
walls, while the other had none of these advantages, more remu- 
neration would naturally be paid for the use of one, than for the 
use of the other, yet, in both cases, this remuneration would l>e 
called rent. But it is evident that a portion only of the money 
annually to be paid for the improved farm, would be given for 
the original and indestructiblo powers^of the soil ; the other 
portion would be paid for the u*se of the capital which had been 
employed in ameliorating tlie quality of the land, and in erecting 
such buildings as were necessary to secure and preserve the 
produce.” With respect to this, we may say that rent is the 
word invariably applied to remuneration paid for the use of 
bouses and liuildings, and therefore nothing can be more proper 
tlian to include the sura paid for thorn in rent. With respect to 
tlie other things which are necessary for the due cultivation of 
the farm, to deny the name of rent to the remuneration paid 
for them, is as frivolous as to say, in speaking of a house, that 
the word rent is to be restricted to the sum paid for the use of 
the bare walls, but that the remuneration paid for the painting, 
papering, fitting-up. and all the decorations, is to be called 
interest for cajiital. 

Hicardo then says,— “ Adam Smith sometimes speaks of rent 
in the strict sense to wliich I am desirous of confining it, but 
more often in the popular sense in which the term is usually 
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employed. He tells us that the demand for timber, and its con- 
se(juent high price in the more southern countries of’ Europe, 
caused a reiit to be paid for forests in Norway which could 
before afford no rent. It is not, however, evident that the 
^j^erson who paid what he calls rent paid it in consideration of 
the valuable commodity which was then standing on the land, 
and that he jujtually repaid himself, w’ith a profit, by the sale of 
tlie timber. If, indeed, after the timber was removed, any com- 

! )bnsation were paid to the landlord for the use of tlie land, for 
ihe purpose of growing timber, or any other produce, with a 
view to future demand, sucli comjumsation might justly be 
called rent, because it would be paid for the proiluctivo powers 
of the lan<l ; but in tlie case stated by Adam Smith, tlie com- 
pensation was paid for the liberty of removing and selling the 
timber, and not for the liberty of growing it.” 

This objection of Ricardo’s is manifestly of no weight, because 
rent is in all such cases part of the profits of the produce of the 
soil, and the distinction made between the rejnuneralion pai^ 
for the right of cutting that timber and the right of growing 
ful^ure timber is manifestly futile, because, though the sum jiaid 
for that single crop is limited, it is manifestly paid for the use of 
tlie i)roductive powers of the earth, so far as regards that crop, 
just as much as the futip'e produce of the productive powers of 
the earth. 

Ricardo then goes on, ^^He speaks also of the rent of coal 
mines and of stone iiuarries, to which the same observation 
applies — that the compensation given for the mine or quarry is 
paid for the value of the coal or stone, which can be removed 
from tliem, and has no cmmection with the original and in- 
destructible powers of the land. This is a distinction of great 
importance in an inquiry concerning rent and jirofits, for it is 
foaaul that the laws wliich regulate the progress of rent are 
widely different from those which regulate the progress of 
profits, and seldom operate in the same direction.” The 
objection taken by Ricardo to Adam Smith has no force what- 
ever. The fact is, that his own definition of rent is purely 
arbitrary and futile. It is a matter of utter impossibility to 
distinguish the portion of tlie remuneration which is paid for 
the use of the original and indestructible powers of the soil, 
and the portion which is paid as interest of capital expended 
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upon it. To do that strictly, all the labour which has been 
expended upon bringing it from a state of nature must'be called 
capital expended upon it, and the remuneration paid for that 
must be subtracted from the rent. And then what will remain 
for rent? The fact is, that the separation of rent and profit, as^ 
proposed by Ricardo, is a thing that cannot be effected, and is 
nothing more than a play upon words. 

Having thus proposed a definition of rent which is highly 
incorrect, Ricardo then goes on to explain how rent arises. 
He says that on the first settling of a country in which tlier^ 
is an abundance of rich and fej'tile land, a very small pro- 
portion of which is required to be cultivated for the support of 
the actual population, or indeed can be cultivated with the 
capital wdiich the population can command, there will be no 
rent. For no one w^ould pay for the use of land, wdien there 
w'MS an abundant quantity not yet appropriated, and therefore at 
the disposal of whosoever might clioose to cultivate it any more 
that he would pay rent for the use of air, and water, or any 
other of the gifts of nature, which exist in boundless quantities. 
It is only, then, because land is not unlimited in quantity, and 
uniform in quality, and because in the ju-ogress of population, 
land of an inferior quality or less advantar/eously situated^ is 
callctd into cultivation, that rent is ever paid for the use of it. 

When, ill the progress of society, laud of the second degree 
of fertility is taken into cultivation, rent immediately com- 
mences on that of the first quality, and the amount of that rent 
will {Jcj)end on the differenco of these two portions of land, 
when land of the third quantity is taken into cultivation, rent 
immediately commences on the secoinl, and it is regulated as 
before by the diflerence of tlicir productive powers. At the same 
time the rent of the first quality w-ill rise, for that must always be 
above the rent of the second, by the difterence between the pro- 
duce which they yield, witli a given quantity of cai)ital and labour. 
With every step in the progress of jiopulatloii which shall oblige 
a country to have recourse to land of a worse quality to enable 
it to raise its supjfiy of food, rent on all the more fertile land 
wdll rise.’’ 

Ricardo procefcd.s, — “ rent is always the difference between the 
produce obtained by the employment of two equal quantities of 
capital and labour,”— “ Rent invariably proceeds from the cm- 
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ployment of an additional quantity of labour with a propor- 
tionally less return;” and he then iniTnediatcly proceeds to say, 
“ When land of an inferior quality is taken into cultivation, the 
excliansjeable value of raw produce will rise, because more labor 

required to produce it.” 

Ricardo’s doctrine is — that corn which is produced by tlio 
greatest quantity of labour is the regulator of the pri(re of 
corn,” And, again — ‘‘The reason then, why raw produce rises 
ift comparative value, is because more lalmir is employed in the 
pj'odiietion of the last portion obtained^ and not because a rent 
is paid to the landlord. The value of corn is regulated by the 
quantity of labour bestowed on its production on that quality 
of land, or with that portion of capital, which pays no rent. 
Com is not high because a rent is paid, but a rent is paid 
because corn is higli ; and it has been justly observed that no 
reduction would take place in tlie price of corn, although land- 
!or<ls should forego the whole of their rent. Such a measure 
would only enable some farmers to live like gentlemen, but wouljJ 
not diminish the quantity of labour necessary to raise raw pro- 
duce on the least productive land in cultivation.” 

3. It is often said Anderson was the originator of the 
Theory of Rent which Ricardo afterwards adopted and developed. 
Rut, on comparing the two theories, it will be seen that though 
they have one part in common, namely, considering that Rent 
arises from dilferences in the fertility of soils, yet they are 
fnnd.amejitally dilFerent. Anderson, as a practi(*.al fonn(>r, makes 
the high price of corn to proceed exclusively from the great 
Demand for it. This increased price causes it to be profitable 
to bring lands of decreasing fertility into cultivation, and con- 
sequently the lands whicb can produce corn at a cl\caper rate can 
afford to pay a Rent. But Ricardo makes the whole price of 
corn to be regulated by the “quantity of labour” bestowed in 
obtaining the last quantity produced. Therefore, of course, all 
the corn produced at a cheaper rate can afford to pay a Rent. 
Now it so happens that the practical result of both theories is 
identical, and it is true. It is perfectly clear that the pa 5 Tnent 
of Rent does not in any way influence the price of corn, and 
consequently if the landloixls were to forego their rents, it would 
not make corn any tlm cheaper, but the Rents would go into tlie 
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pockets of the farmers. But as a question of Science, the 
Theories arc fundamentally distinct: for Anderson’s Theory 
makes tlie Value of corn to be governed solely by Demaiul and 
Supply ; Ricardo’s Theory by “ quantity of labour,” or “ cost of 
j)roduction.” 

In both theories, however, differences of the fertility of soils 
arc made the necessary condition of Rent arising, which we 
shall sliew hereafter is an error. 

All believers in Ricardo’s Theory of Rent make Rent to arii^e 
from the differences in the fertility of soils: thus McCulloch 
says “ The fundamental position laid down by Dr. Smith, that 
there are certain species of produce that always yield Rent, is 
contradicted by the widest an<l most conipreliensive experience. 
Wore such tlie case, rents would always exist, whereas they are 
uniformly unknown in the earlier stages of society. The truth 
is that Rent is entirely a consequence of the decreasing pro- 
ductiveness of the soils successively brought under cultivation 
as society advances, or rather of the decreasing productiveness 
8f the capitals successively applied to them. It is never heard 
of in newly settled countries, such us New Holland, Illinois, or 
Indiana, nor in any country where none but the best of the good 
soils are cultivated. It only begins to appear when cultivation 
has been extended to inferior lands; and it increases according 
to the extent to which they arc brouglit under tillage, and dimi- 
nishes according as their culture is relinquished.” McCulloch 
has a long note at the end of his edition of Smith, but as it 
contains nothing different from Ricardo, it is superfluous to 
quote it. McCulloch’s observation that Rent does not arise in 
new countries where there is abundance of fertile land would be 
easily answered if it were true, because Rent cannot arise until 
the relation of Landlord and Tenant is established ; Rent being 
the sum paid to a landlord for the use of land: and of course, 
where there is abundance of land, every one would rather have 
land of his own ihim pay rent to a landlord. And in the next 
place it is not true that Rent does not exist in tliese new settled 
countries ; because the land in them belongs to the Government, 
and it is quite usual for the Goveniment to demand a Rent for 
tracts of land. It is true, some colonies, for the sake of encou- 
raging immigration, do give a certain amount of land free to 

' Note to Wealth of Nations ^ Bk. i., ch. 11. 
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desirable settlers: but McCulloch’s assertion that Rent is ntner 
paid in new settled countries is wholly contrary to fact. 

Mr. Mill goes so far as to call Ricardo’s Theory of Rent the 
pom ashwrum of Political Economy. He adopts Ricardo’s 
ilivision of the classes of commodities, and says' — ‘*The value, 
tlierefore, of an article is determined by the cost of that portion 
of the supply which is produced and brought to market at the 
greatest expense. This is the Law of Value of the third of the 
three classes into which all commodities are divided.” Again 
Ke says — ‘‘Rent, we again see, is the difference between the 
unequal returns to different parts of the capital employed on 
the soil.” — “Thus rent is, as we have already seen, no cause of 
Value, but the price of the privilege which the inequality of 
the returns to dillerent portions of agricultural produce confers 
on all except the least favoured portions.” Again* — “Agricul- 
tural productions are not the only commodities which have 
several different costs of production at once, and which in 
consequence of tliat difference, and in proportion to it, aff:>rd, 
a rent.” 

Thus Mr. Mill distinctly makes differences of cost of production 
the necessary condition of Rent arising. We shall see afterwwds, 
however, that he is quite inconsistent with himself as to the 
regulating law of price, and that in some passages he leans to 
Ricardo, and in others to Anderson. 


4. This Theory of Rent was vaunted as a most wonderful 
discovery soon after it was published. But it met with a stout 
antagonist in Mr. Carey, the American Economist. In his first 
w’^orks he dissented from^the Theory, but he admitted men 
began by cultivating the best land first. Afterwards, however, 
he took up a new position altogether.* He maintains that the 
first settlers in a country always begin by cultivating the inferior 
soils. He says that the best soils are always covered wdth 
immense trees that he cannot fell, or they are s^vamps that he 
cannot drain. These, he says, cannot be brought into cultivation 
till men and Capital iucrease. But tliere are always spots of aii 
inferior degree of fertility, on the hill side for instance, where 
the thin soil has prevented the growth of trees and shrubs, 

* Bk, iii., cli, 5, § 1. * Ihid.^ § 

® Thjo, Past'i the Present, and the Future. 
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which are always brought into cultivation first, because they 
afford the readiest return for labour. 

Mr. Carey then (p. 17) attacks the Ricardo theory of Rent, 
and says, — ^‘‘Nearly 40 years have elapsed since Mr. Ricardo 
communicated to the world his discovery of the nature and 
causes of rent, and the law of its progress. The work by means 
of which it was first made known has since been the text ^vork 
of that portion of the English community who style themselves 
jxiT excellence^ political economists, and anything slmrt of abso- 
lute faith in its contents is regarded as heresy, worthy of excorfi- 
muiiication, or as evidence of an incapacity to comprehend them, 
w^orthy only of contempt. Nevertheless, imitating in this the 
action of the followers of Mahomet, in regard to the Koran, the 
professors, one and all, who have undertaken to teach this 
doctrine, insist upon construing it after their own fashion, and 
modifying it to suit tlieir own views and the apparent necessities 
of the case • the consequence of which is, that the inquirer is at 
a loss to determine w^hat it is that ho is required to believe. 
Having studied carefully tlie wmrks of the most eminent of tlie 
recent writers on the subject, and liaving found no two of them 
to agree, he turns in despair to Mr. Ricardo himself, and there 
he finds in the celebrated chapter on rent, contradictions that 
cannot be reconciled, and a series of complications sncli as never 
before wo believe, was found in the same number of lines. Tlie 
more he studies, the more he is puzzled, and the less difficulty 
docs ho find in accounting for the variety of doctrines taught by 
men w'ho profess to belong to the same school, and wlio ail 
agree, if in little else, in regarding the new theory of rent as 
the great discovery of tlie age. * ^ ^ 

At first sight, it looks to be exceedingly simple. Rent is 
said to be paid for land of the first quality, yielding one hundred 
quarters in return to a given quantity of labor, when it becomes 
necessary, with the increase of population, to cultivate land of 
the second quality, capable of yielding but 90 quarters in return 
to the same quantity of labor; and tlie amount of rent then paid 
for No. I. ifl equal to the difference between their respective 
products. No proposition could be calculated to command more 
universal assent. Every man who hears it sees around him land 
that pays rent lie sees that that which yields forty bushels to 
the acre pays more rent tlmn that which yields but thirty, and 
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that the difference is nearly equal to the difference of product. 
He becomes at once a disciple of Mr. Ricardo, adniitiing tliat 
the reason why prices are paid for the use of land is that soils 
are different in their qualities, when he would at the same 
moment^ regard it as in the highest degree absurd^ if any one 
wire to undertake to prove that prices were paid for oxen 
because one ox is heavier than another / that rents are paid for 
houses because some %cUl accommodate twenty persons and 
others only ten ; or that all ships conwiand freights because 
same shi^js differ from others in their capacity! ” 

At p. 23 , he says, “It will be perceived that the whole system 
is based upon the assertion of the existence of a single fact, viz., 
that in the commencement of cultivation, when population is 
small, and land consequently abundant, the soils capable of 
yielding the largest return to any given quantity of labor alone 
are cultivated. The fact exists, or it docs not. If it has no 
existence, the system falls to the ground. That it docs not 
exist; that it never lias existed in any country xvliatsoevcr; and 
that it is contrary to the nature of things tl)at it should have 
existed, or can exist, we propose now to show.” 

This then, wo may say, is the main purpose of this work. 
Mr. Carey, from a general survey of different countries, main- 
tains that men always have, and necessarily must have, com- 
menced cultivation on inferior soils, and when men and capital 
increased have then progressed to bring the best soiLs into 
cultivation. The reason for this general and sweeping coiiclnsioii 
is, as above indicated, because the best and mo.st fertile lands 
are always covered with forest or swamp, and the inferior lands 
free from them. Hence scjjllers begin vvitl) those lands most 
easily attainiible. The universality of this law Mr. Carey 
attempts to prove. This then is the basis of his theory of Rent, 
and as seen above it is in diametrical oj)position to that of 
Ricardo. He also inaiutains that as men and ca])ital increase, 
.and better lands are brought into cultivation, rents rise, and 
j>opulation lu^comcs better off. 

Mr. Carey maintains the necessary universality of this course, 
.and he has taken a wide survey of the history of nations in 
different ages, in all countries of the world, to prove its truth. 

Now Mr. Carey has undoubtedly so far succeeded as this. 
He has certainly completely overthrown the basis of Ricardo’s 
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Theory of Rent, which depends on the universality of men 
occupying the best land first. It is indubitably true that in a 
great many cases men do begin with the light middling soils 
first. And this is all tlhat is requii*cd by the laws of Inductive 
Logic. But to assert as a necessary, invariable, and univer^ijil 
law, that men do and must in all cases begin by cultivating tfie 
inferior soils is preposterous. In multitudes of cases men did 
begin cultivation on the best soils. It has often been remarked 
what a keen eye for good land the monks had. In multitudes 
of cases the monasteries will be found placed in the centre of tlio 
richest and best lands. 

Now if there are abundance of cases, as there undoubtedly 
are, in Avhich lucti began by cultivating the best lands, that is 
fatal to the generality of Mr. Carey’s theoiy, just as the instances 
which he lias adduced of men beginning on the light middling 
lands are fatal to Ricardo’s theory. Each of them has perilled 
his theory on the universality of a particular course of pro- 
ceeding. 

From every general theory all accidental and particular cir- 
cumstances must be eliminated. The particular state of the 
case as asserted by Ricardo is sometimes true, and the particular 
state of the case as asserted by Mr. Carey is also sometimes 
true; and therefore it is clear that neither is true as a general 
theory. A true general theory must include' them both. 

5. Sixteen years ago, when we read Ricardo’s Theory of Rent 
for the first time, we wrote ' — ‘‘Another most abundant source 
of error is when two phenomena are related to each otlier, to 
mistake the cause for the effect. N« more striking instance of 
this can be selected than the Theory of Rent propounded by 
Mr. Ricardo. In a few words, Mr. Ricardo’s axiom is that the 
expense of raising corn on the worst land in cultivation will de- 
termine the average price of wheat, and afford and measure the 
rent of lands of a superior quality. . . . Notwithstanding 
these authorities, we have no hesitation whatever in saying that 
the Ricardo Theory of Rent is a mere delusion ; and that it is 
fundamentally erroneous, inasmuch as it inverts the relation of 
cause and effect. From an intimate knowledge and observation 
of the action of prices in an agricultural district, and the views 
1 Thct/nf ami Jhractice of Banking^ Vol, i., Introduction^ p. 12. JiJdit 1865. 
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of farmers in taking farms, wc have no liesitation in saying that 
it is not the cost of cultivating the worst lands which determines 
price, but the precise reverse, and that it is the avera(/e value or 
price of corn which determines the worst quality^ and most ill- 
sipaated land that can be cultivated with a projit^ and also decides 

whether there can he any rent for it It is evident 

that this is no mere piece of vain logomachy, but is the very 
root of the matter ; we have no hesitation in saying that Klcardo 
has inverted cause and effect, and that the whole Theory of Rent 
based upon this erroneous axiom, is a delusion and a chimera, 
and that any course of action based upon so fallacious an axiom, 
would infallibly lead to results precisely the reverse of what was 
intended and expected.” 

This we wrote from our own practical Imowledge of the sub- 
ject. Since that work was published, we have found that J. B. 
Say has urged exactly the same objection against Ricardo’s 
Theory of Rent. Say says ‘ — “Wo shall see further tliat it is 
the same false conception of the origin of value which is the basis 
of Ricardo’s Theory of Rent. He pretends that it is the cost 
which is obliged to be made to cultivate the worst lands, which 
makes a rent to be paid for the better ones, whereas it is the 
wants of society which gives rise to the demand for agricultural 
products, and raises the price of them sufficiently liigh for the 
farmer to make a profit to pay the owner of the land for the 
*rig]it of cultivating it.” 

And this view, which is exactly the same as ours, he enforces 
further on. * 

So also Dr. Chalmers points out exactly the same fallacy ® — 
“ It is a signal error in a recent thc?ory of Rent that the differ- 
ence of quality in soils is the efficient cause of it. . . . In 

affirming that it is tlie existence of this inferior land which 
originates the rent, there is a total misapprehension of what may 
be termed the real Dynamics of the subject.” And at p. 330, 
he says — “ The error of the Ricardo system of Political Economy 
oil the subject of rent has been well cliaracterized by Mr. 
T. Perronet Thompson as the fallacy of inversion. It confounds 
the effect with the cause. It is not because of the existence of 

* Traitcy p. 67 note. 2 p. 110. JSee also Cmrs, Part ii., eh, ‘i. 

* (Jn Political Economy in connection with the moral state ami moral prospects of 
fSociciif. Appendix. 
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inferior soils that the superior pay a rent, but it is because the 
superior pay a rent that the inferior are taken into occupation.” 

Lastly we may cite the opinion of the learned Judge, Mr. 
Justice Byles in the testimonial he gave us * — “ I observe that in 
your economical writings you have assailed Ricardo’s Theory Xsif 
Rent. Fifty years ago I not only read Ricardo’s book, b\it 
actually abridged it. Subsequent reflection and observation 
have convinced me that that theory is unsound, as indeed, Js 
most of his book.” We are liappy to cite these testimonies all 
agreeing with our judgment. 

6. We have seen that Anderson and Ricardo with his followers 
McCulloch and Mr. Mill all make Rent to arise from differences 
in the returns to Capital, either from difterence of fertility, 
situation, or difterenccs of Capital applied to the same soil. 
And unless there were these diflererujes of returns, it is mani- 
fest from the extracts given from these writers, that according 
to their theory, there could be no such thing as rent. Now let 
us suppose some vast plains of illimitable extent on the earth’s 
surface, all of uniform fertility, with markets thickly distributed 
over them so tliat their situation is uniform, and also equal 
amounts of capital expended on the soil; such as the plains of 
Bengal, or Lombardy, or such as the pIain%of Soutli America 
along the Amazons miglit be. Now in such a country as this 
could not there be such a thing as Kent? According to the* 
doctrine of Ricardo, McCulloch, and Mill, there could not be 
such a thing as Rent in such a country ! The very statement of 
such doctrine is enough to call forth the amazement and ridicule 
of any practical man of business. 

7. We have now to develope the Tlieory of Rent which is 
independent of differences of fertility, or differences of situation, 
or of differences of return to Capital. 

First: What is the first thing necessary in order that Rent 
should arise ? 

Iti is that the relation of Landlord and Tenant should exist : 
Rent is the sum paid by one person to another for the use 
of land; hence unless the land is owned, by one person and let 
to another, there can be no such thing as Rent. 

1 xvi. 
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Secondly : From what does the possibility of Rent being paid 
arise ? 

It arises from this, that a few persons, especially with the 
assistance of horses, cattle, and agricultural implements can raise 
fvi^m the eartli a very much larger amount of produce than 
is necessary for their own subsistence. 

Thirdly : Let us consider when, or under what circumstances, 
Rent will arise. 

.IjCt us suppose that there is a largo tract of country belonging 
to a landlord, either the State, or a private person, and 
comprising many different kinds of soil of varying fertility. 

Now suppose that any portion of this soil is parcelled out 
among families in such a way that each lamily has got only just 
exactly enough for its own siihsisteuce. These placed on the 
bettiir lands will of course re(juire a smaller amount of land than 
these placed on inferior lands. 

Now if (ho land were i){;ircellcd out in this way, it is manifest 
that these families could pay no rent for the land, because they 
have no surplus produce to pay, avS rent. 

Again, let us suppose the same land parcelled out among a 
number of families, each with a very much larger portion of land 
in their possession than is necessary for their subsistence. 
Then as each family would be able to maintain itself entirely 
on its own land, it is evident they could pay no rent, as there 
•would be nobody to i)urchase any produce they might raise above 
their own Avants. (Supposing tliat they did not export it to 
foreign markets.) 

Supposing while the land is parcelled out in this Avay, a toAvn 
springs up. Then of course the inhabitants of the town cannot 
raise food for themselves, and the tenants in the country Avould 
lind it profitable to grow food to sell to the dwellers in the 
town. 

Of course when the town was very Binall the demand Avould 
be very small, and therefore the price low; and therefore it 
would only pay to bring in corn from the laud nearest the town. 
But as the numbers in the tOAvn increased, the demand Avould 
increase, the price of the corn would inci ease, the rent of the 
land nearest the town W’ould increase, and then it would pay to 
bring corn from the second zone of land. As the town con- 
tinued to increase, the demand would still more increase, the 
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price would go higher still, the rent in the first and second zones 
would increase, and then it Avould pay to bring the corn from 
the third zone, and so on. 

It is also clear that if there were only one centre of popular 
tion, the price of the corn arising from the deniand, wouj^ 
indicate the greatest cost that could be incurred in bringing 
the corn to market. And as this cost increased, there would 
be a zone from which it Avould just pay with ordinary proflts to 
bring the corn to market, but which could pay no rent, 

Now Ricardo says that it is the cost of producing the corn 
from tliis outmost zone which regulates the price of all the com 
sold in the market. 

We say it is manifestly exactly the rcvei’se. — ^It is the price of 
the com in the market which indicates the position of this 
zone. 

Ricardo says * — When in the progress of society land of the 
second degree of fertility is taken into cultivation, rent immedi- 
ately commences on that of the first quality.’’ 

We say it is exactly the reverse, and that it is— When rent 
commences on land of the first degree, laud of the second degree 
will be taken into cultivation. 

Ricardo says— When land of the third quality is taken into 
cultivation, rent immediately commences on the second. At the 
same time the rent of the first quality will rise.” 

We say it is exactly the reverse, and that it is — When in the . 
progress of society the price of com rises, the rents on the first 
and second qualities will rise, and then the third quality will be 
taken into cultivation. 

Ricardo says — When land of an inferior quality is taken 
into cultivation, the exchangeable value of raw produce will rise, 
because more labour is required to produce it.” 

We say that the sentence should have been written thu&— 
“ When the exchangeable value of raw produce rises, l^id of an 
inferior quality will be taken into cultivation, because more la- 
bour may be })rofitably employed to produce it.” 

Ricardo says — ‘‘ The value of corn is regulated by the quantity 
of labour bestowed on its production or that quality of land, or 
witli that portion of capital, which pays no rent.” 

We say it is exactly the reverse and that— The value of corn 

> IWncipleSt ch, Um on Rent. 
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iri<Iicatos the Nvorst qnality of laiul upon winch Inhom* may be 
bostowod witlioiit paying rent. 

llicanlo says — Tliat; corn whicli is produced Ivy the greatest 
quantity of labour, is tlie regulator of the price ol‘ corn.” 

We say it is exactly the reverse, and — Tliat the price; of coni 
indicates tlie greatest cost wliich will Ivo employed in ]>roducing 

t'OlU. 

^*8. 'Kow we have supposed only one centre of town pop 
idation : ami under svu'h cire.nui.stMuces r( {!(>4 would no d«uibt 
progn^s.siv(‘!y rliiniuisU till they vauislicd. I>ut wliMt nef*d v>l.' 
supposing only one cenirc of town pojxilation ? Let us s’.ppposc 
that there; are any number of towns ami nmrkets s[irea'l all over 
the count ry. Tlieu of course these ijiumvrons lowns will tend t«> 
<‘.ipialize lients all over the country ; arid !tkc as in Lonibea-dy, 
we jnay suppose, them so ucjirly cHpially spre'ud over the <‘(>unt.ry 
that dilferences of situation are practically anniliihited. We may 
also su]fposo that eepial jvortions of Capital, hav e l>een ajvplied to 
t:iu‘ laud: so that tlie circiuiistances of an itideiinilc e.slent of 
country are al».solut(‘.ly e<piab Xow as long ;is llio circumstances 
of the diircrcnt part.s of the country are diirercnt, iricardo, 

: i\lc(hiUoc]i and Mr. Mill Mllowthal Ue.nts may exist; but as soon, 
as the circuin, stances arc absolutely lapial all os er the count.ry — 
t;hc possibility of there being such a tiling as Rent ceases to 
cxi.st! ! 

.Now such is the logical conclusion of tlic L'lcardo Theory of 
IN nt ! and wo simply ask cun such a doctrine be receivctl by 
any sane man *? 

We, thus, by this means, oliiniuate vUfterenccs of fertility, 
situation, or application of capital, from the Theory of Rent. 

What then are the circum.staiuios under which llent arises? 
Tlvey an; those — 

1. Tluit tlie land must belong to a landloi’d, and be let to a 
tenant. 

2. That the tenant shall have in his possession a larger amount 
of laud than is necessary for his own maiMlenanct*. 

3. That the population in some [>arts of tin* country be 
collected in such dense masses that they cannot grow corn for 
their own .subsistence on the land they occnjvy. 

I. That the population in «>lhcr parts (d iIjc < <»unlrv be 

2 X 
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scattered so widely that tliey cannot coiisuine tlK3 produce of 
the soil, but they may sell some of it to the town popiilation. 

Under siicli circumstances the tenants in tlu? country can give 
their landlords a share of the profits made by selling the corn to 
the townspeople, and that share is called Rent. 

0. Moreover the payment of Rent has no infiuence on tlio 
price of corn, because it is not part of the cost of 2 >t'oduction^ 
but it is a share of the jyrojits, 

llio proof of this will l.>e an excellent exaTn])lc of tlie trutli of 
the General E^{iiatiov) of Economics we esta.l)lisheil in a {brnier 
chapter : it \vill also well exemplify a priuci|)]e of great impor^ 
tanco iti the Theory of Taxation. 

In many foreign towns an oelroi, or custoni liouse, is placed 
at the gates, at wJiich duties are levied mi all articles of ibc»d 
brougld into the town. 

Now suppose A keeps a farm outshle the town, and brings 
Ids produce to the market, lie is cliarged an oetrul duly at tiu* 
gates. This duty is part of the cost of )>n>iluclion, /. c., of 
placing the jrroduco iji tlie market fi)r sale, lienee li(‘ will add 
the duty to the price of tlio article, and the townsmen must ])ay 
it. Hence of course a tax on llie product will raise its price. 

Now if A is the ])osso«sor of the faian by liimseJij lie will reaj> 
all the profits made by it. If he has a partner B, the same 
4 iiantit.Y of produce is brought into the market; but A and B 
will sliare the profits between them. A, no doubt, will have a 
less profit than if he was solt? owner of the farm. But it is 
<:|uite evident that because A ha.s a partner B, and must shave, 
the profits wdth him, that can have no efiect on the prii.'e of tlie 
produce. For this reason — the same (juantity is raise<l from th(3 
farm and <)fiere<l in tlie rnai’ket, and there is the same demand 
for it. Ibaice it is clear that a tax on the raises th.e 

price of the hut a share of the projits null not, 

"Now HU|>j^<>se A and B are landlonl and tenant. Then the pro 
duc(; is raised and brought to market; and the tenant pays the 
landlord^U stipulated share of the jirofits. That (cannot have any 
eilect OM the price of the ])rodace, because it iieitlier alters the 
demand nor the sujiply. Heuce the price of corn cannot he al- 
fected whether a single per.son produces it, or whether tw^o do so 
in partnership. That is to say, it has no eflcct on the price 
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■ corn Avbctlior one person prodiice$ it, or whether two produce in 

■ partuershi}). Hence in strict accordance with the theories ot* 

. Anderson and Ricardo, it is perlectly prove<l that if tlielandiords 

were to forego their rents, it would have no effect on the price 
kpf corn, but the price w’oiild simply go into the pockets of tin.* 
fanners. 

3 0. It is Tery strange that Ricardo^ who agreed that Rent 
jloes not iniliience the price of corn, maintains tliat Tithes do. 
Ifc says* — “Tithes are a tax: on tlic gross produce of tlie land, 
and like taxes on raw )jro<lii(re, fall wliolly on tlie consumer/' 
Xow it is (|uite manifest that Titlies are a sliare of the ])roduce, 
just as rent is. If a larmer has to pay tithes as well as rent, it 
is quite ch^ar that the produce of the larin is divided into thriH* 

' ])arts instead of two. Rut still tlic same Supply is brought to 
market, ami tliere is tlie same Demand for it. Therefore its price 
cannot ho alUa'cd. The produce is shared between the Landloial, 

• the Tenant, and the Parson, but that can have no effect on price, 
'^rhei'efoi'e the distinction made by Ricardo between Rc^nt ami 

• Tithes is (aitiiaiy erroneous. The distinction btdween a Tax; on 
Lthe Pj’odiice ami a Sliare of the l*roduce, or the l^rolits, will l>o 
/found to be of the greatest importance hereafter in the Theory 

■ of Taxation. 

II. Xoiv although we have arrived at exactly tlio same 
practic.al result as Ricardo, yet this is no immaterial dispiUe 
about words, it is nut mere logomachy, but it is a fundamental 
difference of principle between Iavo distinct systems of 
.Economics, What we say is, that Ricardo has plainly inverted 
cavise and effect. That his vioAvs and principles are as entirely 
fallacious as if ho had compo.sed a treatise on lieat, and laid 
if doAvn as a fundamental principle, that it is the rivso of 
the mercury in the thermometer that iegu]:;ite.s the heat of llio 
i^itmosphore, or that the rise of the mercury in the barometer 
cuMses fine Aveather. And those Avho admire Ricardo’s principles 
of Political Economy, ought in consistency to maintaitf tbe two 
latter propositions. 

It is so extremely important to understand the nature of the 
lullacy which runs through the whole of the Ricardian system of 
> 11 . 
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Political Economy, that we may give another illustration. It is I? 
well known that tlie cultivation of cortaiu agricultural pro- .< 
ducts, and the climate they can flourish in, are iutimatelyjS 
connected. At certain points the cultivation of maize, die J- 
vitio, olives, the palm, ceases, and it is pos.sible to ascertair 4 r: 
by exj)ericMice the average temperature of the country in 
which these things occur. Now, reasoning exactly asl- 
Iiicardo does, w'C ought to say, that the boundaries of thej. 
cultivation of th(?se products rc[/ulaf.e the climate of that place;, 
wlieri it i.s manifestly the reverse, it Is the climate that ■ ; 

t lieir production. The cultivation of a certain vcgotM])le may / 
the ciimatc, but. it does 4 mt it, any more than ; 

the speed of tlie paddh? M-hcels regulates the motion of tlie en- / 
gines. The whole of Ricardo’s pal|»al)lo fallacy is based ujioii a 
misconception of iIjc meaning of to regulate. i 

Or again, there is a certain kind of letter wcigiit whi«‘h ■ 
indicailes the W’oight of the hitler l>y raising a series ot‘ weights 
in .succession; now it is quite clear that it. is not the last weight 
raised which regulates tlic weiglit of the letter; but t!.ic weight i 
of tlio let tor which ro<:!:ulates wdiich is the last weight W'hich ( 
will 1)0 raised. I 

I 

We must stop here for the pn^sent, and deter inany imj>orlant ^ 
iainsiderations till the next chapter. Wc have Jiow shewn llie 
entire iailacy of the Rieiirdo Theory of .Itcnt; and brought the : 
elas.s of c.nnmodirios it relates to, under tlie doniiniou of the ^ 
General Equation of Economics. That tlje Ricmalo theory ; 
sliould he ti'uo was contrary to the whole analogy of Pliysical : 
Science. Rut the Princijde of the Continuity of Science is | 
completely vindicated, and tljcre is .seen the beautifid conformity 
bfjtw ecn the Principles of Natural I^hilosophy and Reality, and 
a great triumph for tlie prophetic genius of Bacon. 
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